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The Summer Conference, Oxford, 


1926 


Summary of the Proceedings 


By Sir H. N. Bunsury, K.C.B. 
Chairman of Conference 


F  epeieenrenn such as that in which we have been taking part does 

not set out to establish or to affirm conclusions. No large gathering 
such as the present can do that. The object is rather to propound 
questions than to answer them ; to open up, by discussion, problems the 
solution of which remains to be found; to provide through the inter- 
change of ideas and criticism the raw material out of which those solu- 
tions will eventually be hammered ; to send people away thinking. 

We have discussed these questions as public servants—that is to say, 
in a spirit of disinterestedness. We are not concerned with the pro- 
grammes as such or the interests as such of political parties. It is, how- 
ever, necessary here to guard against a misapprehension. It has been 
suggested to me that the papers and speeches in general have failed to 
recognize the place of the elected representative, whether Member of 
Parliament or Councillor, in the scheme of administration, and that we 
want to extrude the politician altogether. This, as some speakers have 
indicated, is certainly not what we mean. The proper place of the elected 
representative in the management of publicly owned utilities is not easy 
to define, nor can it be so long as his possession of the qualities which 
make the successful administrator is, and must remain, very much a 
matter of chance. But to maintain that there is here a problem is not 
to imply that we wish to see the ultimate control of public utility services 
removed from the hands of the elected representatives of the people. 
There are those who hold that view, but the general opinion of the con- 
ference seems to be rather that it is a problem of defining the spheres of 
activity of representatives and of officials, and of organizing the adminis- 
tration accordingly. It must always be remembered that we are dealing 
solely with public utilities, not with Government or Municipal adminis- 
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tration in general ; and that while Labour or Conservative principles may 
affect materially a fiscal or an educational policy, there is no particular 
significance in Conservative telephones or Labour trams. 

The general subject of the conference may be described as the con- 
ditions which make for the highest efficiency in the provision of public 
utility services. We realize its importance at the present time and the 
numerous changes in organization which have in recent years taken place 
in foreign countries, and which are described in some of the papers, 
are ample evidence of that importance. Economic, and political condi- 
tions, and the rapid march of scientific progress, are forcing people all 
over the world to review the experience of the last fifty years with the 
object of discovering those forms of organization and administration 
which will raise their public utility services to the highest possible level 
of efficiency. 

We approached first the principles of regulation. The papers and 
discussion brought out two dominant ideas—- 

(1) The importance of elasticity in regulation—of establishing methods 
of regulation which will ensure not only that changes and developments 
necessary to the public welfare are made, but that they are made at the 
proper time and without undue delay or friction. 

(2) The desirability that the regulating authority shall be expert. 
From this point of view it seems that an authority of administrative 
type is on the whole a more suitable regulating body than the more 
usual type which is political or judicial in character. The contributions 
of our American visitors—Dr. Bonbright and Mr. Woodruff—in which 
they described the experience of the United States in connexion with the 
regulation of utilities, was of particular interest. American experience 
has hitherto not on the whole been happy. We may sum up the problem 
with some words from Mr. Stephenson’s very suggestive paper. “If,” 
he says, “‘ the control maintains the most perfect balance, is flexible and 
prompt in action, the problem still remains whether the control will be 
able to exist and still leave the controlled such freedom that initiative 
and progressive management can be counted upon.” 

From the control of privately owned utilities we turned to the 
management of those publicly owned. The four papers which we have 
had before us are of great interest, and Sir Joseph Broodbank’s candid 
criticism of the indirectly elected and financially autonomous authority 
with which he was so long connected is of particular interest to students 
of the principles of administration at the present time. 
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I would venture to summarize the papers and discussion by saying 
that they suggest four desiderata for a good public utility authority : it 
must possess— 


(1) Freedom from political interference in the management of the 
utility, as distinct from general policy ; 

(2) Disinterestedness ; 

(3) Expertness ; 

(4) An area of operation which is economically the right area. 


Some held that regulated private enterprise produces a better service 
than any public authority can hope to do. In this connexion there is an 
apposite passage in a little book of J. M. Keynes’s just published— 

“One of the most interesting and unnoticed developments of recent 
decades has been the tendency of big enterprise to socialism itself. A 
point arrives in the growth of a big institution—particularly a big railway 
or a big public utility enterprise—at which the owners of the capital, 
i.e. the shareholders, are almost entirely dissociated from the manage- 
ment, with the result that the direct personal interest of the latter in the 
making of great profit becomes quite secondary. When this stage is 
reached, the general stability and reputation of the institution are more 
considered by the management than the maximum of profit for the share- 
holders . . . the direct interest of the management often consists in 
avoiding criticism from the public and from the customers of the 
concern,”’ 4 

Apart from this, the papers and speakers have shown a distinct 
leaning towards the indirectly elected or appointed, and financially 
autonomous, authority. For example, the joint stock company con- 
trolled, through stock holding or through representation on the Board, 
by the Government or Municipality, towards which, as Professor Lassar 
has told us, there has been so pronounced a movement in Germany during 
the period of economic reconstruction. Or again, the ad hoc statutory 
Board, and the joint committee elected by two or more local authorities, 
to the significant growth of which Mr. Moon calls attention. 

As regards the composition of such authorities, perhaps I may be 
permitted to place in juxtaposition passages from two of the papers. 
Says Sir Joseph Broodbank (p. 313), ‘‘ I think it justifiable to offer the 
opinion that it’ (the Port of London Authority) ‘‘ has adequately ful- 
filled the intention of Parliament that it should improve the Port, but 

1 Keynes, ‘The End of Laissez-faire,” 
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that it is slow in action and administration, whilst traders feel the oppres- 
siveness of dues and charges, which have increased considerably.’’ On 
the other hand, Sir Geoffrey Clarke tells us (p. 333) that the controlling 
authority of the Indian Government railways “is a Board of three 
members, all expert men in various branches, with a financial adviser. 
Parliamentary control is still maintained through a member of the 
Viceroy’s Council who deals with all railway questions in the Legislative 
Assembly and who submits the railway budget to that body for acceptance, 
. . . This system has produced excellent results in the first two years of 
its existence and is free from the most important defects of ordinary 
nationalization of a public utility service.” 

Mr. Burns in his paper, which unfortunately did not receive adequate 
discussion, directed his attention to the consumer’s interest and to the 
consumer’s place in management : an important subject which is worthy 
of careful study, but on which there is little actual experience to 
guide us. 

Another problem—that of labour representation on the managing 
authority—was raised by Sir Joseph Broodbank and led to an interesting 
discussion, the trend of which was, I think, that there is at any rate little 
or no advantage in an inadequate representation which cannot carry 
with it a real responsibility. Perhaps the kernel of the matter lies in 
the distinction, drawn by Lord Hugh Cecil in a recent speech, between 
placing a man in a position where he has conflicting interests, and placing 
him in that far more difficult one where he has conflicting duties. 

We came next to finance. The papers and discussion were in general 
a strong plea, fortified by much recent experience, for autonomous 
finance for publicly owned utilities, subject to the condition that there 
must be an external financial control in so far as there is a liability on the 
ratepayer or the taxpayer. Not that the advocates of autonomy had it 
all their own way, for external control was defended on its merits by 
Mr. Hawtrey in his paper and by Dr. Gibbon. The general tendency, 
since the period of economic reconstruction began, to divorce utility 
services from national budgets is, however, striking. 

The discussion involved the further problem what should be the basis 
of the contribution, if any, of utilities to the rates or taxes. Mr. Johnson 
took the line, which seemed to commend itself generally, that where the 
capital is borrowed on the security of the rates (and the same applies to 
guarantees by the Exchequer) the utility service should contribute out 
of surplus at least the difference between the actual interest charge and 
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what it would have been had no such security or guarantee been given. 
Subject to that, the preference of the conference seems to have been for 
providing service at cost. 

Lastly, we have had the question of the relations between the operating 
and the financial authorities, and on this I cannot do better than suggest 
a study of Mr. Johnson’s paper which deals largely with this aspect of the 
subject from the municipal point of view. 

We concluded our study of public utility administration by an 
excursion into accountancy and economics. The papers led to one of the 
most interesting discussions of the conference. It turned on the place 
of costing and economic study in public utility operation ; the importance 
of standardized accounts and statistics; and the real difficulties which 
are involved in making work on these lines valuable and effective. 
Mr. Alban did well to quote Sir Josiah Stamp’s recent challenge to the 
accountancy profession which you will find on pages 398 and 422 of his 
paper: for the accountant in making his contribution to the economic 
knowledge of his own undertaking will be contributing to the economic 
knowledge of industry in general, on whose behalf Sir Josiah makes his 
appeal. 

I will not refer here to the discussion of Institute affairs on Saturday 
afternoon ; but a few observations on the most interesting papers and 
speeches to which we have just listened may not be out of place. It is 
not too much to say that so far as we of the Institute are concerned they 
have transferred the question of education in administration from the 
region of the vague and nebulous to a region in which the lines of progress 
take definite form and direction. We are very greatly indebted to our 
friends and advisers from the Universities not only for the their presence 
at this conference but also, and still more, for the wise advice which they 

have given. The position, as left by the discussion, seems to be this : 
We have, as Principal Grant Robertson has reminded us, to decide, as 
regards University teaching in administration, for whom it is to be pro- 
vided, who is to teach it, how it is to be financed, and (as Professor Adams 
has wisely added) what is to be taught. Indeed, I should be disposed to 
put this question first. The discussion has brought out the distinction 
between post-graduate work proper, such as that being carried out at the 
Research Bureau at Washington, and courses of study suitable for 
official students who remain at their official duties, but desire to improve 
their equipment for those duties. This distinction is fundamental. 

There seems to be general agreement among the authorities that con- 
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tact and co-operation between those who teach and those who are 
practising administration is highly desirable. Professor Kirkaldy has 
suggested that the creation in some form or other of a joint Board of 
teachers and administrators is the very next step to be taken. The 
same sort of considerations—the necessity of enabling academic thought 
and practical experience to play upon and fertilize each other—under- 
lies Principal Grant Robertson’s distinction between the “ clinical ’’ 
and the ‘‘ academic ’”’ subjects. We have had warnings—perhaps more 
necessary than may appear at first sight—against the intrusion of that 
form of learning which can be memorized without being understood. 
We are indebted to Dr. Gibbon for his reminder that “ knowing is not 
doing ’’ and that administration consists mainly of the latter; and we 
may, in rejoinder, say with the Principal of Birmingham University that 
the object of it all is the infiltration of ideas into public service through 
academic training and research. 














The Pminciples of Regulation 


by Public Authorities of Privately Operated Utility Services 


By GARNHAM Roper, C.B. 


Late an Assistant Secretary, Board of Trade 


I 


HE title of the Paper which the Institute of Public Administra- 
tion has been good enough to invite me to write is an 
attractive one. It has a happy and bright sound, a sort of 
“blessed Mesopotamia’’ resonance. It suggests that when services 
necessary to the community are rendered by individuals or companies 
trading for profit, those rendering them are subject to more or less strict 
regulations by public authorities, and that those regulations are based 
on principles, the nature and extent of which are to be considered in this 
Paper. The matter, however, is not quite so simple as it sounds. 
“ Utility Services ’’ is a pretty wide term, and might be held to cover 
almost anything arising in the course of our daily activities and needs, 
while the expression ‘‘ Public Authorities ’’ is also not altogether clear. 

When I sought light on these difficulties of interpretation, I received 
not so much elucidation as a sort of carte blanche to treat the matter as 
I might deem most convenient, with the title of the Paper as a rough 
guide to what was desired. I propose, therefore, to take the term 
“Public Utility ’’ as applicable to any undertaking that meets the 
needs or convenience of a considerable section of the public, and 
that places the undertakers in a position justifying the imposition of 
control in return for monopolistic or other special privileges, and I shall 
treat the term “ Public Authorities,” for the purpose of my Paper, as 
covering Parliament, which attaches conditions to the granting of 
privileges, in addition to the particular Department of the State or 
Local Authority which is entrusted by Parliament with powers of 
regulation and supervision. 

Before considering the regulations applying to the various Public 
Utility Services, and endeavouring to deduce the principles on which 
they are based, I may, perhaps, be allowed to offer a few general obser- 
vations on the evolution of those services. In tracing our gradual 
advance from more or less primitive conditions of life to the complicate 
and specialized form of our present state, it is only fair to bear in mind 
the debt we owe to individual efforts. In early days, even our fighting 
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forces, our armies and ships, were largely organized and sustained by 
individuals, impelled, no doubt, by motives of self-protection and private 
gain as much as by regard for the public weal, and similarly with our 
earlier colonial enterprises. As our Government gradually developed 
its powers and machinery it tended to take over such matters as affected 
the nation as a whole, and to meet the cost, not out of spoils, but by 
properly adjusted methods of taxation. 

So, too, with Public Utility Services. At first we had the efforts of 
individuals or associations of people trading in a go-as-you-please way 
and mainly for profit ; and then as the bearing of these matters on the 
general welfare became more apparent there was a tendency for the 
Government to step in and exercise control, in greater or less degree, and 
for Municipal Authorities also to take a hand. 

The extreme example of such intervention is afforded by the General 
Post Office. In early days letters were carried by special messengers, 
and later by common carriers and a system of post-horses ; in the sixteenth 
century a post office was started in London, dealing with the con- 
veyance of letters to ports abroad, but the first inland post was not 
established till 1635, and there appears for some years to have been a 
system of farming-out of the posts by the Government, who exacted 
heavy rents for the privilege. Fifty years later the management of 
the Postal Service became completely the business of the Crown, and 
though various private enterprises were started from time to time, 
especially in London, for carrying letters and parcels, these were invari- 
ably taken over by the Government, with or without compensation. 
The running of mail-coaches in 1784 marked a great step forward, after 
which, in due course, came railways, and in 1840 Sir Rowland Hill’s 
great scheme of penny post. Since then the G.P.O. has made great 
strides in its activities, buying up private telegraph and telephone under- 
takings, and initiating numberless schemes for the convenience of the 
community. 

The story of the Railways is somewhat different. After ‘‘ Puffing 
Billy ’ in 1813, and the “ Rocket ”’ in 1829, had shown the way, there was 
in this country a wonderful development of railway enterprise. The 
Government was not disposed to take a hand, and when it was suggested, 
in 1830, that they should appoint engineers to lay out four or more main 
lines, the Duke of Wellington, who was Prime Minister, said that he did 
not like railways, and refused. There were, however, plenty of private 
capitalists who were more eager, with the result that not only trunk lines, 
but an enormous number of smaller undertakings linking up with them, 
soon arose all over the country. The tendency in recent years has been 
for the bigger companies, besides developing their own systems, to absorb 
the smaller ones. In August 1914, the Government, in pursuance of 
their powers under the Regulation of the Forces Act, 1871, assumed 
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general direction of most of the railways in the United Kingdom, with 
the assistance of the General Managers and their staffs, thus securing a 
greater amount of co-ordination than would otherwise have been possible. 
At the end of the war there was a general feeling that it would be undesir- 
able to revert to pre-war conditions, and that steps should be taken with 
a view to retaining some of the economic advantages of this greater 
co-ordination. The Government, accordingly, extended the period of 
control for two years, and having during that time weighed the merits 
of nationalization and other courses open to them, decided in favour of a 
drastic scheme of railway amalgamations. Effect was given to their 
proposals by the passing of the Railways Act, 1921, which established 
four great Companies, to one or other of which were assigned, by a system 
of amalgamations and absorptions, nearly all the undertakings in Great 
Britain, with the exception of light railways and certain urban and 
suburban railways, mainly worked by electricity and confined to passenger 
traffic. 

Other Public Utility Services of a more local character, such as 
Tramways, Water, Gas, and Electricity for domestic use, have had yet 
another history to which their nature lent itself. Again we had private 
interests doing the pioneer work, and then Local Authorities came on 
the scene, the tendency having been for some years for these, with local 
rates behind them, to obtain statutory authority to run such services, 
often by buying up and extending existing undertakings. Sometimes, 
no doubt, there have been financial advantages for the ratepayers, but 
the main object has been to secure to the latter full control over such 
necessary services, and thereby to improve their efficiency. Some idea 
of the extent to which this tendency has gone is afforded by the fact that 
in Great Britain, according to the latest figures available : 


Of 784 Public Gas Undertakings +, 34s) 
568 ,, Electricity Undertakings .. 338 

242 ,, Tramway Undertakings . 2 
1,17r ,, Water Undertakings (E.& W.) 912 


are in the hands 
of Local 
Authorities, 


while of 177 Harbour Undertakings 10 are being worked by Government 
Departments, 43 by Local Authorities, and 60 by ad hoc bodies not trading 
for profit, such as the Port of London Authority. 


II 


The statutory powers of the Undertakers of Public Utility Services 
are obtained in one of the following ways : 

(2) By a Special Act promoted in Parliament, in which case the 
appropriate Public Department frequently makes a report on particular 
provisions of the Bill, and may be. consulted by the Select Committee 
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to which it is referred. Committees attach a good deal of weight to the 
advice they may receive in this way, recognizing that it is based on 
experience, and that there is no personal interest behind it. 

(0) By a Provisional Order made by one of the Public Departments— 
often after an Inquiry at which persons or bodies interested may be 
heard—under such Acts as the Gas and Waterworks Facilities Acts, the 
Electric Lighting Acts, the General Pier and Harbour Acts, and the 
Tramways Act. Such a Provisional Order does not take effect until it 
has been approved by Parliament by means of a Confirmation Act. 

(c) By a “ Special Order’”’ made by a Public Department. Such an 
Order must, as a rule, be approved by Parliament, but need not go 
through the procedure of a Confirmation Bill. 

In all these cases Promoters are required under Standing Orders of 
Parliament, or Regulations made by the Department concerned, as the 
case may be, to give public notice of their proposals and to deposit plans 
of any works these may involve. 

Special Acts and Orders usually incorporate a person or body as the 
“ Undertaker’ or “ Undertakers,’’ fix the amount of share and loan 
capital that may be raised, the application of it on construction works, 
the term within which those works must be commenced and completed, 
the charges that may be made for the service rendered, and various other 
matters. When Promoters desire to purchase land or rights compulsorily 
the procedure must generally be under (a). 

The length—and expense—of these Acts and Orders is usually 
reduced by the incorporation, in whole or in part, of various Clauses Acts 
embodying provisions that are fairly general. There are, too, a great 
many Public General Acts, dealing with Railways, Harbours, Water, 
Gas, Electricity, etc., that throw obligations upon authorized Under- 
takers. 

In addition to the procedure by Acts and Orders there are a few 
franchises, such as those of markets and fairs, that have been obtained, 
not through Parliament, but by a Charter or Grant from the Crown in 
years gone by, or by long user from which such a Grant is presumed. 
These rights, however, are as a rule in the hands of a Local Authority, 
and such regulations as there are are imposed by the latter on the public. 

Before attempting to draw any general conclusions as to the principles 
underlying the regulation of the privately operated Utility Services, it 
seems desirable to give a rough idea of the nature of the regulations 
affecting the principal services, and I have set out as concisely as I can 
the more important of these in the Appendix to this Paper. Most of 
them apply equally, whether the Undertakings are privately operated 
or in the hands of Local Authorities. The details there given show that 
the obligations and regulations to which Undertakers are subject are 
very wide, and as it is not practicable to cover the whole ground in this 
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Paper, I propose to content myself with selecting for comment a few of 
their more important characteristics. 

In the first place, as regards the method of obtaining statutory powers, 
the extraordinary development of commercial enterprise, and the 
increasing recognition of social requirements in the course of the last 
half-century, have thrown an amount of work on Parliament that it cannot 
easily cope with, and so we have seen a gradual tendency to relieve the 
parliamentary machine of the details of measures for clothing Utility 
Services with statutory powers. At first, Promoters had to proceed by 
Private Bill, involving the ordinary stages in each House of First and 

Second Reading, of detailed examination by a Committee, before which 
: parties interested appeared by Counsel, the proceedings often lasting 
several days, and finally of Report and Third Reading. Considerable 
) relief from this rather tedious procedure was obtained by the Provisional 
Order System, under which Promoters applied to a Public Department for 
such an Order, and the Department performed the preliminary work, 
held inquiries, considered objections, and made such amendments as 
appeared desirable, after which it submitted the Order, so amended, 
to Parliament, usually scheduling several to each Confirmation Bill. 
This procedure shortened the Committee stage, and in the great majority 
of cases reduced it to a formality before an “‘ Unopposed ’’ Committee. 
A further step in the direction of devolution was the institution of 
“Special Orders’’ made by Government Departments, and becoming 
effective by the simple process of a Resolution of Approval, with or 
without qualifications, in each House. This reform, which in effect 
transfers statutory powers from the sphere of legislation to that of 
administration, was recommended by the Acquisition of Powers Sub- 
Committee of the Reconstruction Committee in 1917, and has been acted 
on in such Acts as the Electricity (Supply) Act, 1919, the Gas Regulation 
Act, 1920, and the Railways Act, 1921. 

Coming now to an examination of the particular obligations and 
regulations placed on the Undertakers of the various Utility Services, we 
find, as we might expect, that the nature and circumstances of these 
services differ so much, that it is not easy to draw general conclusions 
as to the principles adopted in the matter of their regulation. I propose, 
however, to refer to some characteristics which appear to indicate a certain 
amount of method, and which have their origin, no doubt, in old common- 
law principles of fair dealing, and of regarding private property that is 
devoted to a public use as being thereby invested with a character that 
| justifies public regulation. The points that I have especially in mind 
concern : 
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| (a) Capitalization, and return on invested money. 
(6) Control of competition. 
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(c) Recognition of equal treatment of customers. 
(d) Safety. 

(e) Health. 

(f) Charging Powers. 


As regards (a), Parliament and Public Departments, in fixing the 
amount of share and loan capital that may be raised by Undertakers, 
have to see that this is not excessive, and that it fairly represents the 
value of any property to be acquired, and the cost of any works to be 
undertaken. In the case of Water and Gas Companies it was usual 
before the war to limit the amount of loan capital to one-third of the 
share capital, but in present conditions one-half is often allowed. A 
sufficient amount of capital is generally sanctioned to enable the Under- 
taking to be carried on for about I0 years before fresh capital powers 
are required, and I may observe that an application for additional powers 
affords an opportunity of looking into the affairs of the Undertaking, and 
of attaching conditions to the granting of powers, 

As regards the question of dividends, these are not always subject to 
limitation, e.g. in the case of the ordinary shares of Railway Companies, 
but a maximum rate on the several classes of stock is frequently pre- 
scribed in the Special Acts and Orders of Utility Companies. In such 
cases a distinction is often drawn between “ original’’ capital and the 
subsequent issues of ‘‘ additional ’’ capital, and there is some justification 
for this, seeing that those who invest in a new undertaking run greater 
risks than those who come in later when it is fairly established. The 
maximum rate of interest on original capital is usually 10 per cent. and 
on later issues 7 per cent. and even less, with a lower return on preference 
shares and debentures. The actual dividends payable on all classes are 
naturally dependent on profits, and any surplus remaining after providing 
for the maximum rates and reasonable reserves must generally be 
applied to reductions of charges for supply. A great many Gas Companies 
andsome of the larger Electric Power Supply Companies are subject to what 
is known as a “ sliding scale’’ as regards the interest on their ordinary 
capital. In such cases a “ standard price’’ for supplies is fixed, and a 
“standard rate of dividend ’’ ; if the price falls below the standard price 
in any half-year the dividend may be raised above the standard rate, 
provided, of course, the profits are sufficient to pay the higher rate, 
and vice versa. The increase of wages and other costs during and 
after the war had a serious effect on the return to shareholders, and 
hampered Companies whose dividends were subject to statutory limita- 
tions in raising fresh capital. Parliament met this by authorizing the 
various departments concerned to revise charging powers so as to enable 
companies to earn sufficient to pay not more than their pre-war maximum 
rates of dividend. 

292 














OS — —— ee 














Principles of Regulation 


As regards the question of Competition, it has long been recognized 
by Parliament that the doctrine of free competition as a means of 
securing the best and cheapest service for the community was only 
sound up to a point, and with due regard to the nature and efficiency 
of the service. In the earlier days of railways there was a tendency 
both here and, to a greater extent, in the U.S.A. for Companies to be 
floated and money to be spent rather recklessly, insufficient regard 
being had to commercial requirements and return on capital. The 
consequent competition led to rate-cutting and other expedients that hit 
the weaker Companies, and brought serious loss to investors. In recent 
years, economists have come to the view that the waste which unlimited 
competition involved should be discouraged, and that monopoly, subject 
to proper safeguards, was to be preferred. The result is to be seen in 
the passing of the Railways Act, 1921, here, and the Transportation Act, 
1921, in the U.S.A. 

As regards Utility Services of a local character, such as Water, Gas, 
and Electricity, Parliament has for many years discouraged competition 
as involving unnecessary expenditure on works and mains, and the 
cutting of prices to an uneconomic limit with resultant loss both to 
promoters and consumers. It has, accordingly, been their practice, and 
that of the Public Departments, to refuse to authorize new Undertakings, 
except where there are no Undertakers already possessing powers and 
giving effective supply. At the same time stringent provision is made 
for any powers granted to be exercised within a stated time, and to 
lapse if they are not exercised, and for Local Authorities to supersede 
Undertakers who are not carrying out their obligations satisfactorily, 
e.g. under the Public Health Acts as regards water and gas. _It is usual, 
too, when rival schemes by a Local Authority and a body trading for 
profit are submitted to give preference to the Local Authority, and also 
to refuse to entertain objections made, say, by a Gas Company in existence 
to an application for powers to establish a new Electricity Undertaking, 
based on grounds of unfair competition, even if the Gas Company urge, 
as they sometimes do when the applicants are a Local Authority, that 
there may be financial loss, whereby the Company may suffer as rate- 
payers. I may mention here, that by the Statutory Gas Companies 
(Electricity Powers) Act, 1925, a statutory Gas Company may now apply 
for a Special Order to supply electricity, but if a Company has power to 
supply both gas and electricity it must keep separate accounts for the 
two undertakings. 

The principle of Equal Treatment of their customers by Public Utility 
Undertakers finds pretty general recognition, as regards both charges 
and services. Thus a Railway Company is forbidden to show preference, 
and any complaints in this regard are dealt with by the Railway and 
Canal Commissioners or the Railway Rates Tribunal, as they are in the 
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U.S.A. by the Interstate Commerce Commission. There are similar 
safeguards against differential treatment in the General Acts dealing 
with Harbours, Water, Gas, Electricity, etc. 

In applying the principle it is necessary, of course, to take into con- 
sideration any variations of circumstances, e.g. in the transport services, 
the nature and bulk of goods, the distance they are carried, etc., but where 
all the circumstances are similar there must be no discrimination as 
regards either rates or facilities. This prohibition of undue preference 
is expressed, not merely in general provisions, but often in respect of 
particular powers : thus the power of a Gas Undertaker to make contracts 
for lighting premises or for supplying them with gas is qualified by the 
words “ provided that every such contract . . . shall be alike in term 
and amount under like circumstances to all consumers,’’ and a similar 
proviso is attached to the power often given to Gas and Electricity 
Undertakers to give discounts or rebates to consumers in consideration 
of prompt payment or large consumption. 

Safety. Parliament has shown an increasing activity as regards 
provisions to secure the safety both of the customer and of the employees 
of the Utility Services. I need hardly say that Undertakers have not 
waited for compulsion to be applied to them in this matter. They have 
recognized its importance, not only from the humanitarian, but from 
the economic point of view. It is sound policy to protect alike the 
pianist doing his best and the bird that lays golden eggs, and also 
to avoid as far as possible damage or destruction to the Undertakers’ 
own property, and the liabilities that accidents involve. At the same time 
the adoption of safety appliances and regulations is expensive, and it is 
fairer both to Undertakers as a whole, and to their customers and 
employees for a measure of compulsion to be applied, and so we find that 
Railway Companies have had obligations put upon them as regards the 
installation of particular signalling apparatus, automatic brakes, train- 
control devices, etc. ; Gas Undertakers as regards steps for ensuring the 
absence or limitation of dangerous ingredients in their supplies; and 
Electricity Undertakers as regards measures for preventing accidents in 
their works and mains. Similarly, the Merchant Shipping Acts contain 
many provisions, for the administration of which the Board of Trade 
are responsible, to ensure that a vessel shall not go to sea in an unsafe 
state and that there shall be safety appliances on board. 

We may regard with satisfaction the part that our country has played 
in this matter, for it has led the way both in the invention and application 
of safety appliances, and in regulations generally for the prevention of 
accidents. The results may be seen by a comparison, say, of railway 
casualties in this and other countries over a number of years. 

Considerations of Health and Sanitation arise in the case of many 
Public Services, and are, one may almost say, the basis of the regulation 
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of Water Undertakings by Local Authorities and the Ministry of Health. 
I have referred in the Appendix to the duty thrown upon Local Authorities 
under the Public Health Acts of seeing that all occupied houses have a 
supply of wholesome water available for domestic purposes, and of 
providing it themselves, if necessary. Undertakers, moreover, whether 
Companies or Local Authorities, are required to provide supplies of 
water for public purposes, such as cleansing sewers and drains, and 
watering streets. Similarly, Gas Undertakers are required to make 
provisions for guarding against the fouling of water and other nuisances 
from their operations, and for the prevention of any escape of gas from 
their mains. Shipowners are subject to very strict regulations as regards 
their sanitary arrangements, and must carry approved medical stores, 
and in certain cases qualified medical officers. 

In referring to this question of health-protection, I may, perhaps, 
step a little beyond the boundaries of Utility Services in order to mention 
the elaborate provisions that exist under various Acts administered by 
the Home Office to secure healthy and sanitary conditions of labour 
in Factories and Workshops, and also the powers of Local Sanitary 
Authorities under the general supervision of the Ministry of Health to 
deal with dwellings that are unfit for human habitation, and food that is 
unfit for human consumption, and to take measures for preventing the 
spread of infectious diseases. 

I come now to what has been, perhaps, the most controversial of the 
many problems connected with the regulation of Public Utility Services, 
that of their Charging Powers. The principle which Parliament has 
adopted has usually been that of fixing maximum rates, modified in cer- 
tain cases by a “ sliding scale,’’ to which I have already referred. The 
charges of a Water Undertaking for domestic supplies are generally a 
percentage of the rateable value, or the gross estimated rental, with 
additions, sometimes, for fixed baths and waterclosets beyond the first, 
while supplies for gardens, stables, etc., are made through meters and 
charged for according to the volume of water consumed. In the case of 
Gas Undertakings the basis of charge was, until recently, the volume of 
gas of a prescribed illuminating or calorific power, but the Gas Regulation 
Act, 1920, provided for a change from this system to one based on the 
number of “ therms’’ or heat-units supplied, and this method is being 
gradually adopted by Undertakers by means of Special Orders made by 
the Board of Trade. In the case of slot machines there is a small 
additional charge to cover their cost. Charges for Electricity are based 
on the number of units supplied or the electrical quantity contained in 
the supply, but the Minister of Transport is empowered to vary the 
method. Harbour dues on vessels and goods are based on the registered 
tonnage of the former, and on the weight or measurement of the latter. 
In the case of all the above Utility Services the Department concerned 
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may make Orders amending the maximum charges if they find that 
circumstances justify it. 

The case of Railway Rates has given more difficulty. Prior to 1888, 
the various Special Acts of Railway Companies prescribed maximum 
rates for merchandise traffic, but there was much confusion as regards 
the classification of goods, and the rates chargeable, of which there were 
some millions. In that year an Act was passed, in pursuance of which 
the Board of Trade held a great many inquiries, and subsequently made a 
number of Provisional Orders, confirmed by Parliament in 1891 and 1892, 
fixing the classifications of goods and the maximum rates of the various 
Companies on some sort of system. The result was not satisfactory, 
however, as it only affected maximum rates, and there werestill complaints 
from traders in regard to actual rates charged, so in 1894 an Act was 
passed under which the Railway and Canal Commission, a judicial body, 
could be invoked by traders to decide whether any proposed increase 
was reasonable, and under this procedure a great many so-called “ class 
rates ’’ were fixed together with certain ‘‘ exceptional rates,’’ to which, 
of course, the principle of equal treatment in the same circumstances 
applied. Under the Railways Act, 1921, however, all this was changed, 
and a new body, the Railway Rates Tribunal, was set up with power to 
fix and to vary the actual rates, fares and charges of each amalgamated 
Company in such a way as to yield, with efficient and economical working 
and management, a revenue equivalent to their aggregate net revenues 
in 1913, with additions, representing mainly interest on additional capital. 
There is to be an annual or periodic review by the Tribunal of the 
financial result, and if the revenue is found to be substantially in 
excess of what was anticipated, 80 per cent. of this excess is to go in 
reduction of charges. 

This Act marks a breaking away from the principle of fixing maximum 
rates, which Parliament seems to have regarded as something sacrosanct 
since, at any rate, the later years of the eighteenth century. At that 
time there was a burst of activity in the construction of Canals, and 
Promoters often applied for statutory powers to acquire lands and rights 
by compulsion. When granting such powers, Parliament imposed 
maximum tolls for the use of the Canals, as some safeguard against 
profiteering, and afterwards extended the principle to various other 
Public Utility Services as they came along. I question whether it has 
had any great effect, and whether, in any case, it has benefited consumers 
appreciably. A maximum rate is likely to be fixed higher than an 
actual one would be, so as to allow a certain margin, and may thus, in 
some circumstances, hurt rather than help consumers by encouraging 
the owner of a monopoly to charge up to the hilt. Still there are other 
factors that come into play, factors that would have operated in any case, 
such as the desirability of encouraging consumption by keeping charges 
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down, or the rivalry between different forms of transport or lighting, 
and these may deter an Undertaker from making full use of his charging 
powers. 

It is not easy to suggest an alternative mode of controlling charges, 
but as regards local Utility Services that are privately operated, I suggest 
that Local Authorities should be authorized to negotiate with Under- 
takers regarding any proposal by the latter to raise or, by consumers to 
obtain a reduction of, rates, with an appeal in case of disagreement to the 
appropriate Public Department, and that the latter should authorize, 
by an Order, any change that may be decided on. 


III 


In the foregoing observations I have given some indication of the 
road on which we are travelling and the point we have reached in our 
regulation of Public Utility Services. It is not the /aisser-faire road 
we were on during the middle part of last century, when the free-trade 
revolution was taking place, and a policy of individualism in industrial 
matters, with a minimum of State-interference, was in favour. Many 
things have happened in this country since 1870, and among them a 
change in the attitude of Parliament towards the Utility Services. As 
regards those of a local character, the days of private operation appear 
to be numbered, and I shall listen with interest to the views to be expressed 
in a later discussion on the Appropriate Types of Public Authorities to 
take over responsibilities that Private Enterprise has shouldered in the 
past with no little credit to itself and advantage to the community. 
Whatever further changes may come, the Central Authorities must always 
possess considerable powers if the advantage of experience and a measure 
of consistency are to be fully utilized. 

Of the more widely-spread services, Railways appear to be in a class 
by themselves. It would be a short step to pass from our recent scheme 
of amalgamations and absorptions to one of unification or nationalization, 
but I do not propose here to speculate as to what the future has in 
store. The arguments for and against nationalization, and some estimate 
of the results in the countries where it has been tried, are set out very 
ably by Professor Eliot Jones, of Stanford University, U.S.A., in his recent 
book on the Principles of Railway Transportation, and the advantages 
and disadvantages seem pretty evenly balanced. It will be interesting 
a few years hence to take stock of the position, and to compare the results 
of what is now being done here, and in the U.S.A., and in Canada. As 
regards the two former wesee in the Railways Act, 1921, and Transportation 
Act, 1920, a policy of consolidation and amalgamation of Companies, 
combined with stricter surveillance by the Legislatures and Government 
Departments, and in Canada a policy of extended State-ownership. 
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Though the step from the one policy to the other might be a short one, 
it would, I think, be an irrevocable one, if one may judge from experience 
in other countries, including some where nationalization has not been 
an unqualified success, from the point of view either of finance or of 
efficiency. It behoves us therefore to step warily. 


APPENDIX 


SUMMARY OF REGULATIONS AFFECTING PUBLIC UTILITY 
SERVICES 


RAILWAYS 


The Ministery of Transport has wide powers over Railway Companies in Great 
Britain : thus, in connection with safety, he may, and in certain cases must, order 
an inspection or an inquiry into accidents ; make regulations as to Level Crossings 
and Bridges; order the adoption of a block system, interlocking of points and 
signals, and continuous brakes for passenger trains, and require the adoption of 
various safeguards against dangers incidental to railway service, or excessive hours 
of employees. 

Construction : his certificate is necessary at various stages of construction, and 
also for the abandonment of works. 

Accounts : he may require Companies to furnish him with annual accounts and 
statistics of their capital, traffic, etc. 

Facilities: he may, by Order, require a Company to conform to measures of 
standardization or co-operation; or to provide additional workmen’s trains ; 
he can in certain cases appoint Arbitrators and Umpires to settle disputes. 

As regards Charges and Rates, under the older Acts and Orders, maximum 
charges were prescribed, but the Railways Act, 1921, set up a new body, the 
Railway Rates Tribunal, which has power to fix, and to vary actual rates. 

Wages, etc. The same Act established a system of Councils with a Central 
and a National Wages Board to deal with disputed questions of pay or other con- 
ditions of employment of railway servants. 


CANALS 


Canals in this country are, for the most part, privately owned—more than 
one-third by Railway Companies—but a few belong to Local Authorities, Con- 
servancy Boards or Public Trusts. Undertakers have generally obtained their 
powers by Special Acts, but the classification of merchandise, and the present 
charging powers of most of them are prescribed in Provisional Orders made by the 
Board of Trade and confirmed by Parliament in 1893-94. Undertakers are required 
to grant through rates and tolls as a reasonable facility, to give no undue preference, 
and to keep their undertakings in proper repair. The Minister of Transport may 
inspect a Canal alleged to be dangerous or a hindrance to traffic, and may authorize 
its abandonment or, by Provisional Order, its transfer to a Local Authority or a 
specially constituted body, not being a Railway Company. Byelaws and Regu- 
lations made by a Company require his confirmation, and he must be notified of 
accidents and furnished with certain returns. 
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TRAMWAYS AND LIGHT RAILWAYS 


one, The powers and obligations of most of the Tvamway Undertakers in England 
ence and Wales are derived from the Tramways Act, 1870, and Provisional Orders 
been granted under it to Local Authorities or Companies. 
or of Light Railway powers, on the other hand, have been granted under the pro- 
cedure of the Light Railways Act, 1896, which provided for the making of Orders 
by a body called the Light Railway Commissioners, subject to confirmation by the 
Board of Trade. This procedure has been altered by the Railways Act, 1921, 
which abolished the Commissioners, and transferred their powers to the Minister 
| of Transport, thus dispensing with the necessity of confirmation, unless for any 
reason he thinks it desirable to make his order a Provisional one, and to submit 
| it to Parliament for confirmation. 
The Minister of Transport is the sanctioning Authority for the raising of loans 
| for tramway and light railway purposes by a Local Authority, and this enables him 
to call for accounts and to scrutinize plans more easily than he can in the case of 
Companies, but in other respects his powers are the same in both cases, e.g. as to 
questions of safety, and inquiry into accidents ; the granting of leases and entering 
: into agreements with other Undertakers ; the settlement of differences with Local 
reat Authorities or with the Undertakers of other Utility Services as to the laying of 
order mains, etc. ; the approval of bye-laws, and the cesser of powers that are not being 
— operated. 
and The majority of Tramway and Light Railway Undertakings belong to Local 
mn of Authorities, and in some cases the latter have leased them to Companies to work, 
_ contenting themselves with taking rent, and controlling fares, but their powers as 
oii Road Authorities are considerable, e.g. : 
(a) they have a limited veto over the laying of a tramway or light railway in 
and their area by other Local Authorities or Companies ; 
(6) they can control the breaking up and reinstatement of roads ; 
s of (c) they may remove a tramway that is not being worked ; 
ins ; (d) subject to the approval of the Minister of Transport, they may purchase 
compulsorily after 21 years, or sooner by agreement, a tramway in their 
num district, and levy a rate in respect of the purchase money ; 
the (e) they may make bye-laws as to speed and other details of working, and their 
approval is generally necessary to plans of construction, etc. 
tral 
seal Harsours, Docks AND Piers 
Undertakers may obtain their powers under Special Acts or, with certain 
exceptions, under the Provisional Order procedure, and in either case it is the duty 
of the Board of Trade from a navigation point of view, where new works are 
han proposed, and of the Minister of Transport in other respects, to examine the pro- 
-on- posals, and, in the case of a Bill, to report to Parliament any amendments they 
heir think desirable. 
sent The Minister of Transport possesses the following, among other powers over 
the Harbour Undertakings : 
— (a) His confirmation—or in some cases that of a Court of Quarter Sessions, or 
. ay - Scotland of a Sheriff—is required of any bye-laws made for their regu- 
: ation. 
oer (6) He and the Board of Trade may order, or may themselves carry out at the 
gu- Undertaker’s expense, the restoration or repair of works that are 
| of abandoned or decayed. 
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(c) If a Company is earning more than sufficient profit to pay a dividend of 
Io per cent. on its capital, he may require rates to be reduced, and may 
afterwards raise them again within the statutory maxima. 

(2) A Company must furnish him with copies of their accounts, and if complaints 
are made of any irregularity he may investigate them, while, in some 
cases, he is empowered to appoint an independent person as Permanent 
Auditor. 


He has many special duties under the Port of London Act, 1908, but as the 
Port Authority is a public body not trading for profit these need not be detailed 
here. 

The consent of the Board of Trade, both as the General Conservancy Authority 
and as the Department entrusted with the management of Crown rights in the 
foreshores and sea-bed of the United Kingdom, is required for the construction 
of any works below high-water mark, and that Department may at any time 
order a survey of such works. 


WATER SUPPLY 

The Public Health Act, 1875, throws upon Local Authorities, i.e. Municipal 
Corporations and District Councils, the duty of seeing that every occupied dwelling- 
house has a supply of wholesome water available within a reasonable distance, 
and, if such a supply is not available, of themselves constructing or leasing works 
or purchasing an existing undertaking or contracting for a supply. The majority 
of statutory Water Undertakings are in the hands of Local Authorities, a great 
many of whom obtained their powers under this Act. 

Undertakers who have obtained statutory powers by means of Special Acts 
or Orders under the Gas and Waterworks Facilities Acts, may only use sites shown 
in deposited plans for their wells, reservoirs, mains, etc. Their power of abstracting 
surface water is prescribed, and the interests of persons affected by their operations 
are safeguarded ; they are subject to conditions as regards supplies of water and 
fittings, and as regards charges ; and they must supply pure and wholesome water 
sufficient for the domestic use of all inhabitants in their area, and at a pressure 
enabling the water to reach the highest house in it. 

The Minister of Health, in addition to his general supervisory powers under the 
Public Health Acts, may grant Water Provisional Orders under the Gas and 
Waterworks Facilities Acts, in the case both of Local Authorities, and since 1920 
of Private Promoters; he has also the duty of comfirming bye-laws made by 
Undertakers for the prevention of pollution, waste, etc., and may revise their charg- 
ing powers, and in so doing he may impose conditions in regard to the supply. 
If additional capital is being raised, this is usually done by means of a special form 
of auction under the directions of the Board of Trade. 

Private Promoters of a Provisional Order must obtain the consent of every 
Local Authority in the area affected by their proposals, subject to a power of the 
Minister of Health to dispense with it, and Undertakers desiring to break up a street 
in order to lay or repair mains must give notice to the Road Authority and work 
under its superintendence. 


Gas SUPPLY 
Gas Undertakers are subject to statutory restrictions, somewhat similar to those 
imposed upon Water Undertakers, e.g. they may only manufacture or store gas or 
residual products on specified land, and may only supply within a defined area ; 
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they must furnish a supply to road authorities for street lamps, and to private 
persons within a prescribed distance of a main; their charging powers, which are 
now based on calorific value, are defined, and they are subject to certain conditions 
as to pressure, testing, and alterations to fittings when a change is made in the 
calorific value of the gas. 

The Board of Trade is the Department concerned with the control of Gas 
Undertakings in the hands alike of Local Authorities and Companies, and they can 
make Special Orders under the Gas Regulation Act, 1920. Amongst other duties 
the Board appoint Gas Referees for the purpose of testing gas, to see that it 
conforms with the obligations placed on Undertakers and a Gas Examiner who can 
hear appeals from prescriptions of the Referees ; they also require to be furnished 
with annual accounts and certain statistics and returns. 

Local Authorities are in a similar position towards Gas as towards Water 
Undertakings in private hands, i.e. their consent to new works is required ; they 
must be notified and must superintend the breaking-up of streets. They may also 
appoint an Examiner to test gas and pressure, subject to the prescription of the 
Gas Referees. 


ELECTRICITY SUPPLY 


The public control of Undertakings for the generation and supply of Electricity 
for lighting, heating, etc. started with the passing of the Electric Lighting Act, 
1882, and since then there have been, apart from the Special Acts and Orders 
under which Undertakers have obtained their powers, some half-dozen Public 
Acts for the regulation of such Undertakings, and a bill is now before Parliament 
which, if passed, will carry still further the tendency for Supply-Undertakers to 
cease generating themselves and to purchase bulk supplies from large Power 
Companies in the interest alike of efficiency and economy. 

The effect of these Acts has been to give a wide control to the Minister of 
Transport, who under the Electricity (Supply) Act, 1919, succeeded to the powers 
of the Board of Trade, and was authorized to exercise them, as he in fact does to 
a large extent through the Electricity Commissioners. His confirmation is required 
for a Special Order made by the latter, and he retains the duty of appointing 
arbitrators to settle terms of purchase of an Undertaking and some other matters, 
of giving consent to the placing of electric lines above ground, and of dealing with 
revisions of maximum prices and the revocation of powers. 

The Electricity Commissioners were established for the purpose of promoting, 
regulating, and supervising the supply of electricity, and are empowered, after 
inquiries, to make Special Orders determining Electricity Districts, setting up 
Joint Electricity Authorities, etc. They may make regulations for securing safety, 
and must be notified promptly of any accident with a view to holding an Inquiry ; 
they may prescribe the mode of laying lines and the system of supply, and may 
require an Undertaker to alter the type of current, frequency, or pressure employed 
by him ; their consent is necessary to the establishment of a new generating station 
or main transmission line, and they may authorize a bulk-supply from one Under- 
taker to another; they can cali for Accounts, Statistics, and Returns, and may 
appoint ‘‘ competent and impartial ’’ Auditors. 

A Local Authority has certain powers over privately operated Undertakings, 
e.g. its consent is necessary to the grant of a Special Order, though the Electricity 
Commissioners may dispense with it; it has an option to require an authorized 
supply undertaking in its districts after a certain period, or, at any time, on revoca- 
tion of powers ; a power of approving works in public streets and of appealing to 
the Minister of Transport for revision of maximum prices. The London County 
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Council possess these powers as regards the London Companies, but other County 
Councils have not electricity powers except in respect of county roads and bridges. 





MERCHANT SHIPPING 


This industry differs in many respects from the Undertakings already men- 
tioned, and, strictly speaking, is hardly a Public Utility Service. A shipowner or 
a shipping company does not have to go to Parliament or a Government Depart- 
ment for power to own or run ships, and is under no statutory limitations as to the 
raising of capital or the payment of dividends. Under the provisions of the 
Merchant Shipping Acts, however, shipowners are subject to most drastic regulation, 
and the powers of the Board of Trade as the Department charged with the super- 
intendence of all matters relating to merchant shipping and seamen are very wide 
indeed, and are especially concerned with regulations for securing the safety of 
passengers, crews, and ships such as the following : 

(a) Ships must carry officers holding certificates of competency granted by the 

Board after examination. 

(6) The master of a ship must enter into an agreement with his crew in a form 
approved by the Board, clearly setting out the conditions as to voyage, 
wages, provisions, etc., and the engagement and discharge of the crew, 
if in the United Kingdom, must take place before an Officer of the Board. 

(c) There are provisions for securing the health and comfort of the crew ; scales 
of medical stores and for dealing with sick and distressed seamen abroad ; 
a ship carrying more than 100 passengers must have a qualified medical 
officer. 

(d) There are elaborate regulations for preventing collisions at sea and rules for 
carrying life-saving appliances. 

(e) A ship may not go to sea in an unseaworthy or unsafe state and the Board 
have a power of detention ; shipping casualties are the subject of careful 
investigation. 

(f) Passenger steamers and ships, of not less than 1,600 tons, must have a wire- 

less telegraph installation. 
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The Principles of Regulation 


by Public Authorities of Privately Operated Utility Services 


By W. TETLEY STEPHENSON, M.A. 


N the 5th of February this year, Sir Henry Bunbury addressed 
the East Midland Group of the Institute on the Economic Regu- 
lation of Public Utility Services, and in the current issue of the Journal 
of the Institute a Paper based on this address appeared. Not merely was 
the title of the Paper suggestive, but the sentence “ our public utility 
services must themselves be reckoned amongst the necessities of our 
economic and social life’? seemed to contain the kernel of the subject- 
matter of the Paper which I have to submit to you. The principles of 
regulation of Public Utility Services can well be divided into two main 
groups—economic and social. At times these go hand-in-hand ; at other 
times they diverge. The principles are in no way absolute. Time and 
circumstance may bring them together or set them miles apart. So much 
does this seem to be the case that it may well be that it is a less difficult 
matter to discover and define the principles on which the regulation should 
be founded than to apply the principles in practice. It is in the applica- 
tién of the principles in practice that controversy mainly lies. 

From the historical point of view it is often difficult to decide which 
group of principles has had the greater weight. Has the control of the 
finances of the Public Utility Services companies been exercised mainly 
on economic or on social grounds? Unduly high charges for water or gas, 
for transport by railway or the use of docks by shipping will be substantial 
hindrances to industry and trade. They are therefore economically 
undesirable. Such high charges at the same time tend to reduce employ- 
ment, to restrict the amount of the services which the public may enjoy 
with possible ill-consequences to health, to raise the costs and lower the 
standard of living. The high charges are as undesirable on social as on 
economic grounds. Which group of considerations has been the moving 
force is often so hard to determine, that the final word will probably not 
be written until many more years have passed and the economic historian 
is further removed from the times at which the control came into being. 

The economic considerations may be said to largely hinge round the 
question, ‘‘ Will it pay financially ? ’’ This is not to be limited by regard 
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merely to the financial benefit to the undertaking itself. Branch railways 
may be built, which are economically justified, though they do not 
result in a sufficient increase in traffic receipts to pay expenses and yield 
a reasonable return on the capital expended. There is, for instance, the 
rise in the value of land in the neighbourhood served, and this alone may 
more than make good the difference, as many American railway companies 
have found, when they came to realize the land grants made them by the 
State. Docks are also notable examples of undertakings which may 
in themselves be comparative financial failures, and yet may be financially 
very sound propositions when the financial gains to the railway under- 
takings serving them, and the municipal authorities of the port townships, 
are brought into account. 

The true aims of control may be summarized briefly as being (a) the 
production of efficiency in the service to the public at the most reasonable 
cost ; (b) the securing of fair treatment between one member of the public 
and another, and between place and place ; (c) the promotion of the social 
well-being of the public, and prevention of the social ill-being of the 
persons employed. Some of the words used, e.g. efficiency and reasonable, 
are recognizable as gloriously vague terms employed in Acts of Parliament, 
when Parliament wished to pass on the responsibility of more exact 
definition. They have one merit at any rate. They do not make for 
rigidity in control, and, if there is a virtue which the control should 
possess, it is that of elasticity. 

Efficiency in the service is something more than efficiency in what 
exists. A most important requirement is that the service should be 
comprehensive. A failure in London traffic organization under 
unregulated competition was that an over-supply of service was provided 
in the regions of dense traffic. As a consequence, surplus profits from the 
dense traffic were reduced, and the power of the undertakings to develop 
new areas, and provide services in areas of light traffic was restricted. 
Lack of sufficiently comprehensive control has resulted in a large addition 
to the capital expenditure on the railways of this country. It is also true 
of electricity undertakings. The control at the outset, whilst limiting 
the areas of supply, rarely if ever compelled the undertaking to supply a 
larger area than was sought on the ground that the service must be com- 
prehensive, and the area originally proposed will inevitably lead to a 
neighbouring area being left unsupplied. Control, then, must begin at 
the start. It must control the area of service, defining the area by the 
tests of economy and efficiency in the production and supply of a 
reasonable service to the area as a whole. 

Comprehensiveness in the regulation is equally necessary when con- 
sidering the prevention of undue preference. The law relating to undue 
preference applies usually in this country to the individual undertaking. 

This results in the most gross breaches of the principle, when two different 
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suppliers of the service are in question. Two places contiguous to one 
another may receive their supplies of gas and electricity at widely differing 
prices simply because the suppliers are different. The old North Eastern 
Railway could be stopped from carting flour free to its goods station from 
the riverside mills at Hull, unless it carted free at Goole and other places 
it served, but the law was powerless to prevent the Hull and Barnsley 
Railway continuing the practice, as that company served no other port. 
It is a common source of complaint by independent dock undertakings, 
that the charges at the railway-owned docks are too low, and traffic is 
diverted uneconomically. It is not necessary to consider whether there 
is justification for the complaint. It is sufficient to recognize that the 
control should be capable of dealing with it in the interest of efficiency, 
economy, and fairness between port and port. 

The prevention of undue preferences does not necessarily coincide with 
the promotion of economy and efficiency. Production on the grand scale 
is to-day generally recognized as the key-note to economy and efficiency 
in production. In railway transport economy and efficiency not only 
require that the railway undertaking should be very large, but economy 
in production of the transport requires that the unit of carriage should 
be large. This depends on the railways’ customers handing over the 
traffic in large quantities, which in turn depends on these customers 
themselves conducting their business on big lines. It would often be 
very much to the interest of the railway undertaking to give a decided 
preference to the large and to penalize the small producer. Until the 
railways of the United States were definitely restrained from giving 
such undue preference, they frequently gave it, and gave it to their own 
gain. This class of regulation, then, is not by any means wholly of an 
economic character. 

It is, however, in the promotion of the well-being of the public and 
of the welfare of the staff that the chief clash between economic and social 
considerations occurs. Safety may be said to be at the root of much 
regulation. Up toastage the regulation is economically as well as socially 
advantageous. At one time when the general manager of a great English 
railway, and the President of a great American railroad were comparing 
the safety arrangements on their respective lines, the latter summed up 
the position very tersely. ‘‘ If it is cheaper to have an accident and pay 
for it than to prevent the accident, then the accident must take its chance. 
To save accidents you take the last chance but two, whilst to cheapen 
transport we take the last chance.’’ Crude no doubt this is, and probably 
an exaggeration. Provided, however, that the payment to be made, 
whether in cash or other consequences, is taken fully into account, the view 
that this American railwayman expressed may be said to be an absolute 
economic measure of conduct. Super-impose on top the social and 
humanitarian view that human life cannot be measured in money, and 
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act upon it without limitation, the outcome might well be to place a 
financially impossible burden on the undertaking. In other words, 
insistence on a very high standard of safety may prevent, as in some cases 
it has, the very provision of the public service. 

As a nation we claim that our railways are the safest in the world, 
that our shipping has relatively fewer disasters than the shipping of other 
countries, in fact generally that our standard of safety is highest. For 
this a price has to be paid. At the beginning of this century the rules 
for determining a ship’s load-line were so severe that it was an habitual 
complaint that foreign purchasers of vessels discarded as no longer 
economic as British vessels loaded them deeper than was permissible to 
their original owners even when the vessels were new. In this way a most 
unfair competition was carried on. In 1906, the rules were revised with 
an estimated addition to the carrying capacity of this British Mercantile 
Fleet of 500,000 tons. The greater degree of safety resulting from the 
earlier rules has been shown by subsequent investigation to have been 
so insignificant, as to cause a greater injury than it secured benefit. A 
very similar claim has been made in respect of the very strict regulations 
imposed for safety purposes on our railways. Our railways have a higher 
capital cost per track mile than the railways of any other country. This 
is attributable to various causes, but one, which is often overlooked, has 
been the insistence on an exceptional standard of safety in construction, 
maintenance and operation. The standard fixed for main lines was applied 
in the main not only to branch lines, but to Ireland equally with England 
and Wales. In most countries our standard is looked upon as a luxury 
standard, which as a rich country we could afford. Ireland was not a 
rich country, and the Vice-Regal Commission on Irish Railways, reporting 
in July 1910, stated that they were satisfied that the requirements were 
more stringent than that country could afford and had prevented some 
places from having the benefit of railway facilities conveniently near. 
The correct balance between the economic and the social considerations 
is the crux of the matter. 

Very much the same difficulty is to be found in the bulk of the 
control exercised over the hours, wages and conditions of service of 
the employees. When the eight-hours day is considered, it is gene- 
rally admitted that where work is continuous, this represents economy 
over any longer day. If the work is not merely continuous, but very 
arduous, then to achieve the maximum economy into the eight hours 
brief intervals of rest require to be interposed, so that the actual 
working hours may be reduced to 7} or even less. The eight-hours’ day 
has, however, been made a kind of article of faith on grounds of social 
advantage. As the result, railwaymen are to be found on branch lines, 
who in their day do not perform four hours of actual work. They are 
in consequence unable to produce sufficient value to equal the wage 


306 











= > oe ae 


re =" CO @® © a 


—- 
| m7 








| 
| 
| 
| 















Principles of Regulation 


which has been laid down as the minimum for an adult railway employee. 
The social advantage of such railwaymen has been carried beyond the 
economic point. It is impossible to pursue the economic consequences 
to industry, trade and other employment through the higher rates, 
fares and other railway charges rendered necessary. It may be that the 
social welfare of these others suffers more loss than the social gain of the 
railwaymen, and so the matter might be treated as a balance of social 
consequences. It is, however, simpler and more practical to keep mainly 
within the railway industry, and consider the matter from the economic 
and social points of view so presented. Has not the economic aspect 
been unduly subordinated, and the social given undue prominence ? 
That is the question to be answered. 

Lack of balance may easily be accentuated by defects in the organiza- 
tion of the control. It has become quite usual to find the control exercised 
in connection with labour falling under one department of the Govern- 
ment, whilst the control of the bases of charging is vested in other hands. 
If labour forms a small percentage of the annual expenses, the separation 
may be innocuous. If, on the other hand, it forms a large percentage, as 
in the case of railways, the division unbridged may not only be serious, 
but may even render the control of charges impossible to carry out so as to 
comply with the conditions to which the control must conform. At the 
present moment it is extremely doubtful whether it is possible for the 
Railway Rates Tribunal to make rates, fares and other charges, which 
will enable the railway companies to earn the Standard Revenue, unless 
there are changes in the conditions of labour, a matter over which the 
Tribunal has no authority. 

To maintain the balance between the social and the economic requires 
both elasticity in the control and also promptness in action. Elasticity 
is necessary since changes in circumstances may destroy the balance. 
The impoverishment of this country by the Great War has made us unable 
to afford many things in themselves very desirable, which we could afford 
in pre-war days. A control, which declines to recognize this, may do, 
almost certainly will do, great damage both to the undertaking controlled 
and to the public. But it is not sufficient that there should be the 
elasticity ; there must also be promptness in action to meet the change 
of conditions. A good business man tries to anticipate events. Directly 
he sees a change in his costs will take place, he endeavours to adjust his 
prices. The tendency for a Government control is to wait until the change 
in costs has actually taken place, and can be accurately measured ; then 
and then only to sanction changes in prices. The result is that either a 
needless surplus has been obtained, or an undesirable deficiency has 
accrued. In the former case the public have paid too much ; in the latter 
the efficiency of the undertaking may be affected by the shortage of 
revenue. It is only necessary to study the history of many railway, dock, 
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gas and other public utility undertakings during the last decade to find 
numerous cases of undertakings brought to the verge of ruin or making 
excessive profits through delay in the action of control. 

If the control maintains the most perfect balance, is flexible and prompt 
in action, the problem still remains whether the control will be able to 
exist and still leave the controlled such freedom that initiative and pro- 
gressive management can be counted upon. A veryinteresting experiment 
is being tried on the French railways which may well be watched by all 
interested in this problem. By means of premia, divisible between the 
railway company and their staff, depending upon the growth in receipts, 
and the fall in the operating ratio, efficiency and economy are to be stimu- 
lated, and the effects of the pooling of surplus receipts counteracted. It 
is early to judge of the effectiveness of the scheme. It constitutes, 
however, a definite recognition of the fact that, in the words of Sir Henry 
Bunbury, “ the problem is at bottom one of devising means for securing, 
both initially and continuously, an enlightened, efficient and progressive 
management.” 




































The Appropriate Type of Authority 


for the Operation of Publicly Owned Utility Services, and the 
Powers which they should have 


By Sir JosepH G. BRooDBANK 
Late of Port of London Authority 


O* questions affecting commerce and trade, I am a free trader and 

an individualist, believing that wisdom in these respects was 
contained in the reply of the French Merchants to Colbert when he asked 
them how he could best serve and promote commerce: ‘ Laissez-nous 
faire.”’ 

Public utility undertakings may differ in regard to the extent of the 
commercial element involved in their operation, but every one of them has 
some of that element. Whoever may own them, I should prefer that 
even in such a matter as water supply, the actual operation should be 
under commercial management, subject to such measures and regulations 
for the protection of the public as may appear to be desirable, rather 
than that such undertakings should be operated by the State or the 
Municipality or ad hoc bodies. The one exception to this rule would 
be the Post Office. 

Amongst the oldest public utility undertakings are the Ports. There 
is no class of undertaking where such a variety in the form of control 
exists as in England and Wales. The Ports of London and Liverpool are 
governed by mixed bodies of traders and representatives of Government 
and public bodies, but their respective powers and jurisdictions differ 
widely in important details. Bristol and Preston are municipally operated. 
Southampton and Hull Dock undertakings are owned and worked by 
Railway Companies, but Harbour Boards have jurisdiction in the water 
approaches. Manchester Docks and Canal are owned by a private Com- 
pany where the Corporation has secured a majority on the Board through 
financial assistance in their early days of struggle. The Tyne Docks 
are divided between the London and North Eastern Railway Company 
and the Tyne Commissioners. The South Wales Ports were originally 
operated by different methods, but are now amalgamated under the control 
of the Great Western Railway Company. Dover is administered by 
its Harbour Board, but the Southern Railway Company occupy the 
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important piers and guarantee a part of the Debenture interest. The 
Board of Trade are in control at Ramsgate, but think of handing the 
harbour over to the Town. A Dock Company are the owners of the Sharp- 
ness Dock and the Gloucester Docks and the Ship Canal connecting them, 
whilst there is a Harbour Authority installed as well. Other varieties 
in the method and extent of operation could be mentioned, but there is 
sufficient above to indicate the confusion of method adopted. All these 
undertakings are operated under special Statutory enactments, and it 
would seem, therefore, that the State, in establishing these Ports, was 
itself determined to apply the individualistic principle on a large scale 
in settling the government of this description of public utility undertaking. 
I am not disposed to criticize the many varieties of constitution adopted. 
Those constitutions were doubtless made to fit the requirements of the 
individual Ports. On the whole, they have worked well. It may be 
noted as an interesting feature that in the one case where the State 
controls—viz. Ramsgate—a change is taking place by the substitution 
of the municipality. 

The above is a preface to my suggesting that it may be useful to study 
the question we are assembled together to consider, in the light of the 
experience in the oldest and greatest Port in the realm—viz. the Port of 
London, existing as it has, and always as its greatest Port, for at least 
1,900 years. 

If there are many varieties in the schemes under which the Ports 
of the Kingdom are managed to-day, history shows that several varieties 
have been tried in London. The records do not show what methods of 
administration were employed in the Port in Roman and the earliest 
Saxon times. Doubtless the ruler of the country controlled the Port 
personally. Some control by the Monarch is evidenced by regulations 
included in the laws of Hlothere and FEadrie in the seventh century. 
Clearer testimony is given in the regulations made at the latter end of 
the tenth century by Ethelred for the tolls to be charged at Billingsgate. 
A second stage in the evolution of the Port was reached when the 
Conqueror came to London and received the submission of the citizens. 
William recognized their interest in the Port and laid the foundations of 
the claim of the Corporation of London to assert, as they were compelled 
to do repeatedly during subsequent centuries, that they had acted as 
Conservators of the Thames “ time out of mind.’’ As Conservators they 
regulated shipping, fixed mooring posts, dredged, the river, repaired the 
banks, erected and maintained landing-places for passengers and goods, 
licensed the making of private landing-places, performed the metering 
of coals, grain, etc., and levied charges for licences and for services per- 
formed. A third stage arrived on the accession of Elizabeth in 1558, 
when certain quays on the river-side were appointed as the only quays 
where dutiable goods could be landed. These quays, known as “ legal 
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quays ’’ sanctioned by the Crown, were owned by private individuals. 
They were limited to a length of 1,100 feet of river-side. The monopoly 
so created was ruthlessly exploited by the Owners. This form of private 
enterprise based upon uncontrolled privilege would not be defended by 
any opponent of State or municipal trading. Yet the municipality itself, 
who were the Conservators of the Port and who could have taken action, 
did nothing. They relegated the control of the Port to Committees, and 
treated it as a place where tribute was to be collected, and not as an asset 
to be developed. The river was allowed to silt up as the City would 
spend nothing on dredging. No new quays were built to accommodate 
the increasing trade. Ruffianism and thieving were rampant. The City 
threw in their lot with the Owners of the legal quays when Parliament was 
forced by public opinion at the end of the eighteenth century to pass a 
far-reaching measure of reform. The City’s inaction may have been due 
to the fact that no statute definitely charged them with responsibility 
for accommodating the trade of the Port—or perhaps, to the fact that any 
extension of the Port facilities would have to be in suburban areas not 
subject to City jurisdiction. The two outstanding facts resulting from 
legislation in 1799 were the elimination of the City as the controlling body 
as regards Port accommodation, and the establishment of Docks which 
all shipping of any importance from foreign ports were compelled to use, 
this monopoly being limited to twenty-one years. These Docks were to 
be operated by Statutory Companies with capital provided by private 
venturers unfettered in any way by the Corporation, who, however, 
remained Conservators of the River. This opened a fourth stage in the 
evolution of the Port. 

These Docks Companies (there were three of them formed) were 
monopolists too; but their power to misuse the position was checked by 
two provisions—the first, a Schedule of maximum rates, and the other, a 
limitation of their dividends to 10 per cent. The Companies were ably 
administered—chiefly by Trading Directors—and the scheme was 
successful. At the end of the twenty-one years, the Companies applied for 
a renewal of their privileges. This was denied tothem. One reason was 
that the principal of the three Companies had accumulated large reserve 
funds, notwithstanding huge sums spent out of revenue on new works. 
This pointed to unnecessarily high charges having been made. Parliament 
decided that the day of monopolies had gone, and they avowedly adopted 
the policy of a “ free and open competition ’’ of accommodation in the 
Port. 

Thus began the fifth stage. This lasted till 1909, when the Port of 
London Authority came into being on the initiative of Mr. Lloyd George. 
During the eighty-six years that intervened, the desire of Parliament to 
have a “‘ free and open competition ’’ was gratified to the full. Old Docks 
were extended ; new Docks were made ; private Wharfingers, encouraged 
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by the Thames Conservators who superseded the City in the river, built 
wharves and warehouses on the river-side. Nearly all the time the 
accommodation was in excess of the needs. The Dock Companies fought 
each other and fought the Wharves till financial ruin faced them. Then 
some amalgamations took place and the financial prospect slightly 
improved. Certain trading interests were in the meantime able to get 
off cheaply in regard to charges at the expense of other interests, leading 
to discontent everywhere. The policy of all the Companies was a selfish 
one, and none of them had any regard to the prosperity of the Port as a 
whole. The climax came when the necessity for a new Dock became 
imperative. The leading Company was willing to make it, but could not 
afford to be out of pocket for the interest on capital while it was being 
made and new business was being attracted. It applied to Parliament for 
new powers of charging barges in order to provide the necessary funds. 
This action was taken as the crowning evidence of the failure of the “ free 
and open competition ’’ of irresponsible trading Companies by themselves 
to provide efficiently the services required of a public utility organization. 

I have examined five systems. Let us now turn to the sixth and 
latest—the Port of London Authority. I need not relate further the 
circumstances that preceded the appointment of that body, but first 
briefly state the leading details of its constitution and functions, and then 
deal with the question of whether they best meet the requirements of a 
public utility undertaking. This is also germane to the present coal 
crisis, as it has been suggested in more than one quarter that the solution 
of the troubles in that industry would be found in its control by a body 
formed on the lines of the Port of London Authority. 

The Authorityis a composite body of twenty-eight members. Seventeen 
of them are elected by traders paying dues. The remaining eleven are 
divided between various public bodies, including the Ministry of Trans- 
port, the Admiralty, the Trinity House, the Corporation of London, the 
Public Wharfingers, and the London County Council. They are subject 
to re-election and re-appointment triennially. The Authority took over 
the duties of the Thames Conservancy in the river and those of the Dock 
Companies in the Docks, so that they are a body administering public 
duties and at the same time carrying on an enormous commercial business 
to a great extent in competition with the public Wharfingers of the 
river-side. There is imposed upon them the special duty of making the 
necessary improvements in the Port from time to time. For the purpose 
of financing such improvements, large additional powers for charging 
Port dues were conferred upon the Authority. These latter provisions 
were intended to remedy two defects in all the other five systems described 
above—viz. that no one had been responsible for keeping the Port as a 
whole up to date and that no funds were specifically applicable to the 
purpose. Another duty cast upon the Authority relates to the organiza- 
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tion of labour in the Port. An important safeguard for individual 
interests in the Port is the right of appeal to the Ministry of Transport on 
questions of charges and other matters in which the conduct of the 
Authority might be considered unfair or oppressive. 

The Authority has been in office for seventeen years. As I was a 
member of the Authority for eleven years and during the whole of that 
period held the post of Chairman of the Dock and Warehouse Committee, 
which was the Committee primarily responsible for operating the Docks, 
I naturally hesitate to accord praise or to offer judgment on its trans- 
actions. I think it justifiable, however, to offer the opinion that it has 
adequately fulfilled the intention of Parliament that it should improve 
the Port, but that it is slow in action and administration, whilst traders 
feel the oppressiveness of dues and charges which have increased consider- 
ably. These drawbacks cannot be attributed to inefficiency on the part 
of the personnel of the Authority. They were inevitable in the nature 
of things and were foreseen. In my opinion the working of the labour 
provisions of the Port of London Act—one of the novelties of this legisla- 
tion—has proved a failure. They have not led to a better understanding 
with labour—quite the contrary. There have never been so many 
labour disputes in the Docks as during the last seventeen years. Labour 
members contribute nothing to the consideration of the technical matters 
of operation—they are, to say the least of it, indifferent to economy or 
any financial question, and their chief energies are devoted to carrying 
out the behests of those who send them there to improve conditions and 
wages of labourers and clerks. In time of labour disputes, when their 
presence should be available in ameliorating the situation, they are 
outside, leading the strikers. I impute no blame to these leaders. They 
are placed in an intolerable position. ‘‘ No man can serve two masters ” 
—and no man can act as an employer one day and as his own employee 
the next day. One of the consequences of the embarrassing situation 
created is that though Parliament has placed special obligations upon the 
Authority in relation to Port labour and has provided for labour repre- 
sentation to this end, the Authority has been virtually forced to combine 
with other Port employers in the country in order to constitute a national 
body of Employers for the purpose of negotiating with the Unions. The 
effect of this is, that in regard to the wages and conditions of labour in 
the Port, the Authority has no free hand, but has to conform to scales 
of wages and conditions agreed by the National Council of Port Employers. 
Having these facts in mind, I can see no advantage to any one and 
much disadvantage to all in the statutory compulsion to have labour 
representation in the management of public utility undertakings. 

While the labour provisions of the Port of London Act have proved 
to be unworkable, I consider that the other novelty introduced by that 
Act—viz. the reference to the Ministry of Transport to settle disputes 
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with traders, etc.—has worked admirably in that it has scarcely been 
worked at all. Very few appeals have been made to the Ministry. No 
doubt the fact that the appeal has been possible has helped to keep the 
Port Authority reasonable, or it may have persuaded Traders that with 
the contingency in mind, the Authority could not help being reasonable. 

The merits of public Institutions as such cannot be judged by the 
transactions of a few years, and I would urge the careful weighing of all 
the circumstances before the constitution and powers of the Port of 
London Authority are taken as the model of that of a public utility 
undertaking. In the concluding chapter of my History of the Port of 
London I make some remarks on that point which have a bearing on the 
present discussion, and I venture to repeat them now :— 


“Tt will never be forgotten that institutions like ports depend more upon 
the men who administer them than upon their parchment constitutions. The 
predominant feature of the constitution of the Port Authority is that no one 
interest should be able to run the Port for its own benefit. It was pointed out 
when the Bill was before Parliament that though this was an excellent device 
for preventing jobbery it might tend to destroy the quality of initiative much 
required after so many years, lethargy in the Port. The danger of a negative 
policy was, however, guarded against by the appointment of a chairman of 
great experience and success in business gained by conspicuous untiring energy, 
assisted by a number of City men as members who had been in the forefront as 
reformers of the Port. The result is that, whatever cricitism may be passed 
upon the Port Authority, it cannot be said that they have treated their job 
as an ornamental one. Great demands on time have been willingly met by 
men who have been unpaid and who get no honour or particular reputation for 
their pains. Will the future successors of the original members be so public- 
spirited ? The risk is that new members will not have the incentive of the first 
Board to make a success of a scheme which they had had a share in shaping. 
Not the least difficulty is due to the fact that the class of City merchant or 
shipowner whom it is most desirable to have in charge of matters where the broad 
and experienced view is indispensable, is so occupied by his own business that he 
cannot spare sufficient time to arrive at a considered judgment on port affairs. 
Failing the maintenance of interest of the highest class of City trader in the Port, 
the representation of the trade element may be liable to fall into the hands of 
second- or third-rate traders who will exploit the Port for their own benefit 
by a policy of log-rolling not at all impossible under the existing constitution of 
the Authority.”’ 


The main constitutional defect of the Port of London Authority is, 
however, that it is a mixed administrative and commercial body. Ques- 
tions must arise and have indeed arisen where the powers of withholding 
licences to erect river wharves have been exercised by the Port Authority 
as Conservators against the promoters of undertakings which it was 
thought might compete with the Dock undertakings of the Authority. 
Any chance of injustice on a large scale is safeguarded by the appeal to 
the Ministry of Transport referred to above, but the double functioning of 
the Authority must always make just decisions difficult for the Authority, 
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and there is a danger, too, of internal discord arising within the Authority 
itself in cases where the interests of individual members or sections of 
members point towards different ways. 

I now proceed to apply the facts and considerations above set out to 
the question which the Conference is dealing with. The business of the 
Authority is a complicated one, and it may be pleaded that the problem 
in the case of most public utility undertakings would not be subject to 
any such conflict of interests as I have indicated. But is that so? It 
seems to me that even in the administration of such a simple service as 
Electricity by a municipality or a locally recruited ad hoc body, there is 
ample scope for the action of opposing interests especially where the 
popular election element is brought into play. The area of supply, 
the terms of supply of power or light, and the labour conditions, each pro- 
vide a field where intrigue and pressure upon individual members can 
operate and flourish for the benefit of some sections of the Community, 
at the expense of others. 

What, then, is the appropriate form of Authority for operating publicly 
owned utility services ? 

If the experience of the Port of London is in any way taken as a guide, 
we should set aside any form of control based upon the municipality, 
upon open competition, upon unchecked private monopoly, or upon 
a Port Authority constituted as the present body is. In my opinion the 
best results were secured during the twenty-one years’ monopoly at the 
beginning of the nineteenth century. That scheme was fathered and 
brought into being by William Pitt. It was Sir Robert Peel who was 
chiefly instrumental in preventing its renewal even with the safeguards 
which could have protected the community from the abuses of the 
monopoly. He, in the fashion of that time, favoured the open competi- 
tion which subsequently worked so disastrously for the Port. 

I will venture to give my idea. It is put forward not in any hope 
that in the long run it would achieve the perfection we all have in view, 
or that in these times it has any chance of being universally adopted. It 
does not profess to be original, and it can only be stated in outline. 

The main idea is that such undertakings should be operated, if not 
owned, by a Statutory Company and that the business should be carried 
on as a commercial enterprise. Other features would be :— 


(a) Maximum charges for services to be fixed. 

(b) Dividends to be limited to certain rates. 

(c) Surplus revenue to be devoted to making good deficiencies in 
previous dividends, redemptions of loan capital, reduction of 
charges, or formation of a limited reserve fund. 

(d) The actual charges to be levied and the conduct of business to 
be subject to appeal to the appropriate Government Department. 
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(ec) The same Department also to have the power to require extension 
or improvements of the undertaking subject to reasonable 
assurance of a fair return on the capital to be expended. 

(f/) Powers of acquisition by the public to be reserved on terms to 
be laid down in the original Act. 


An operating body of this character must have the incentive of working 
its property efficiently and economically. This would be secured by 
allowing the Company to distribute a dividend that would attract the 
inventor. The actual figure must vary according to the value of money, 
For any such enterprise started to-day this might be 6 per cent., which 
would compare with 5 per cent. at which the best municipalities borrow 
to-day. If a part of the capital were debentures, the actual charge on 
the capital would be under 6 per cent. It will hardly be disputed that 
with commercial management, the running costs would be less. The 
pressure so often brought to bear on local public bodies to incur expendi- 
ture on extensions, on their own offices and on bureaucratic detail often 
forced upon them, all these would be absent, and the administration 
would not be tainted by that most wasteful form of public extravagance— 
viz. the making of work for the sake of making employment. No one 
would question that members of public bodies are seldom elected on 
platforms of their competence to administer commercial undertakings, 
and that therefore they do not possess the qualifications to administer 
commercial undertakings and to exercise a satisfactory control over 
subordinates all anxious to develop their own Department. This dis- 
advantage is accentuated by the fact that so often there are several kinds 
of public services administered by the mixed assemblies who find them- 
selves at the head of municipalities. 

One outstanding advantage to ratepayers would be that the risk 
of investing unfruitful capital which so frequently materializes into serious 
losses for the community would be saved. 

I estimate that by commercial operation an undertaking would be 
worked at least 10 per cent. more cheaply than under public management. 
Therefore even with the higher return to be paid as dividend it would be a 
better financial operation. Let us test this by a simple illustration. 
(I will not unnecessarily complicate it by sinking fund provisions which 
would be the same in either case.) Say that the capital spent is £1,000,000 
and that the annual gross revenue is £250,000. Assume an expenditure 
of £200,000 by a public authority operating, yielding 5 per cent. return 
on the outlay. A saving of Io per cent. on expenditure by commercial 
operation would reduce the £200,000 to £180,000, and when the 6 per cent. 
dividend is provided for, there would be a surplus of £10,000 left to be 
applied to any of the purposes mentioned above. The larger the gross 
income was relatively to the capital, the greater would be the surplus. 
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Under such a scheme, the chief objection to Company management, 
which is the undue exploiting of the public, would be removed by the 
limitation of their dividends and by the regulation of their operations 
by the Government if any attempt to abuse the position were made. 
Though an individualist in believing that commercial transactions are 
best performed by the commercially interested and commercially trained, 
I also recognize that checks and regulation are not only proper but 
absolutely necessary where services are rendered by a monopolist organi- 
zation. With such powers of control over them it would be unlikely 
(as is indicated by the experience of the Port of London Authority) 
that their exercise would often be required. I am sure that in the rare 
cases where they might have to be resorted to, the judgment of the Depart- 
ment concerned would be more equitable and more acceptable than that 
of any other tribunal. A fierce light of publicity can be brought to bear 
upon a Government Department if decisions are unjust, but apart from 
this, their traditional impartiality and ability should secure the fairest 
possible treatment of disputes submitted for their judgment. 

I put the above forward as an idea for discussion rather than as an ideal 
which can be realized, and have little hope of its being applied to existing 
undertakings. Every one is too deeply committed at present to the 
democratic handling of all civic services. The machinery of operation 
of public utilities has got stereotyped, and it would not be easy to make a 
fresh start. But I will indulge in a faint hope that as new forms of public 
utility services are developed, a halt may be called to any further action 
in the direction of State or Municipal trading, and that a trial may again 
be given to private enterprise with the public interests adequately 
safeguarded. 








The Appropriate Types of Authority 


for the Operation of Publicly Owned Utility Services, and the 
Powers which they should have:—The Consumer and Public 
Utility Services 


By C. DELIsLE Burns, M.A., D.Lit. 


; ie relation of the consumer or user to the Public Authority 

providing public utility services gives rise to various problems, 
There is the problem of all services—the efficiency of the service. From 
the point of view of the consumer does he obtain from Public Authorities 
good water, gas, transport, electricity, and at the best rate of payment ? 
Is one class of consumer sacrificed to another? Does the consumer 
in control treat his servants well? Does he sacrifice the future to present 
satisfactions ? All these questions are clearly different ways of asking 
whether public utility services are as good as they should be. Now the 
best way of supplying such service must clearly be discovered partly by 
the members of the Authority, Commission Council or Government, and 
partly by the agent of such bodies—the officials. These two groups of 
persons, therefore, consider the interests of the consumers and users 
in regard to the kind of service to be rendered and the ways of rendering 
it. But the consumers or users have their part to play : they do not play 
it only by electing or controlling the Authority. They can act directly. 
It is this aspect of the relation between the consumer and the Public 
Authority which is to be considered here. 

The general reason of the establishment of industrial services by 
public authorities has been the interest of the consumer or user. It 
has been thought that these services would tend to be organized mainly 
in the interest of the servants or “‘ producers ’’ if they were left to what 
used to be called private enterprise, the producers in this sense being, of 
course, the controllers of production who are generally the owners of 
the capital used in the enterprise. Thus the extension of State and 
municipal enterprises in industrial services was and is generally for the 
defence of the consumer or user of these services. 

But the consumer or user, having formed a defence organization for 
himself, seems to have gone to sleep behind it. His function has been 
conceived to be passive—if being passive is a function. Municipal gas 
and trams are his services, and so long as they are his he does not seem to 
care whether they are really services, or at least the consumer seems to 
think that he has done all he can when he has voted for a candidate at 
the Council elections. This passivity of the consumer is the cause of 
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some of the defects in ‘‘ public’ enterprise and they provide ground for 
reasonable objections against public industrial services or the entry of 
“government ’’ into manufacture: for there are reasonable objections 
as well as the unreasonable prejudices which are, of course, much more 
common. It is not necessary to argue the old case for or against pro- 
duction and distribution by public authorities. The point is only this: 
if public utility services are for the sake of the consumer and user, the 
function of the consumer and user must be an active contribution to the 
organization of the service. 


CONSUMERS AND COUNCILLORS 


First, it must be noted that electing persons to perform very diverse 
functions may have dangerous results. Local Councils are elected to 
perform many different functions, some of them involving the organiza- 
tion of economic services. Similarly Parliament is elected to perform 
many different functions through its Cabinet ; and among other functions 
to run the Post Office. The electors are the “‘ consumers ”’ of the Services 
thus organized, and we do not suffer any very evil results from this system. 

“The cities of England manage to secure efficient and economical 
administration under a system which seems on its face excellently adapted 
to promote inharmony and extravagance’’: so writes an authority on 
municipal administration.' But the system is at least peculiar. It is 
quite different from the common modern system of organizing industrial 
services through persons selected by the owners of capital used in each 
service. That is to say, the consumer or user plays a much more active, 
if still very limited, part in the organization of services run by a State 
or local authority. 

Do we by this means get committees of local authorities which are 
competent in finance and administration? Are the members of the 
committee for trams or electricity competent, and do they spend enough 
time and thought upon the finance and organization of the service? Of 
course they may have excellent officials ; but are the officials excellent 
chiefly in making amends for the incompetence of their masters or in 
obeying the well-conceived policy of the councillors? It is to be feared 
that the officials are sometimes the sole protectors of the consumers 
against the incompetence of their elected representatives ; and he would 
be a bold man who would say that this only occurs in the case of local 
authorities. One has heard rumours of incompetent Ministers of State. 
The admitted defects in municipal or State enterprise are not, of course, 
adequate grounds for supposing that individual or private enterprise is 
better. If A. is a fool, it may still be possible that B. isa knave. How- 
ever, persons who like to call themselves “ practical ’’ appear to assume 
that the desire to reform municipal services cannot be distinguished from 

1 W. B. Munro, Gov. of American Cilies, 1923, p. 308. 
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the desire to destroy them. It must, therefore, be noted that (1) an 
enterprise is not necessarily a failure if it shows no “ profit.”” Still less 
is it a failure if its surplus proceeds are distributed in the form of schools, 
recreation grounds, and improved streets. It is assumed here that the 
“* defects ’’ with which we are concerned are to be found in the quality of 
the services or commodities supplied to the consumers. But it must also 
be noted that (2) defects of public enterprise may be due not to the fact 
that it is public, but to the fact that the persons selected or elected to 
direct the enterprise are so obsessed with the manners and customs of 
profit-making that they cannot or will not adopt a new attitude when they 
sit on public councils. That is to say, if a successful grocer tries to run 
a municipal electricity service as though it were essentially the same as 
a profit-earning grocer’s shop, the resultant defects in the electricity 
service are not defects of public enterprise. The fact that ‘ log-rolling ” 
exists is not peculiar to public services. The “ big ’’ men roll their logs 
quite calmly in their businesses while they complain of little men rolling 
little logs in public services. The incompetence and waste in private 
enterprise is not so easily discovered as it is in public enterprise—that 
is all. It is a myth that private enterprise is competent—if compe- 
tence be tested by the quality of the service. The best we get is bad 
enough. 

There are, however, some defects of public enterprise which can be 
amended by improvements in the existing system. One difficulty in 
the case of municipal services is that the local councillor is not elected for 
competence in organizing. He may be quite good in the quasi-legislative 
function of framing byelaws and may be quite fatuous in the industrial 
function of organizing a tram service. He may even be unable to 
distinguish income from expenditure. And again, even if he is a capable 
business man, he may not give enough time and thought to the public 
services. 

Further, the divine right of committees, which appear in our advanced 
age to have taken the place of the divine right of kings, involves that 
one councillor may be a member of many different committees. That 
means divided energy. But, worst of all, because a committee is the 
theoretical source of authority, no one member of the committee can be 
held responsible for the bad service against which the consumer may 
complain. Responsibility for incompetence in municipal services is so 
divided that it cannot be brought home to any one. Of course our political 
theorists say that we suffering consumers can elect another council next 
time ; but the danger of not being elected next time has never been known 
to prevent new incompetents offering themselves for election. It may be 
concluded that as a device for getting efficient services for the consumer 
the election of a council for vague and diverse purposes is at least 
inadequate. 
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THE City COMMISSION AND CiTy MANAGER 


For such reasons as these the plan of the City Commission and the 
City Manager has been introduced in about four hundred cities of the 
United States.1 This plan is not being advocated here: but it is worth 
consideration. Instead of an omni-functional council, a small Commission 
of five is elected, each of whom has charge of one specific municipal 
service—finance, transport, lighting, etc. Thus one man is clearly 
responsible if the service is defective. The Commissioners are generally 
paid and are expected to put most of their energy into their civic work. 
They are supposed to be elected for competence and civic interest—not 
because of party affiliations or group interests: and it is possible that 
irrelevant ‘‘ national’’ issues or dangerous financial influences are less 
likely to obstruct good administration in the election of a few for specific 
purposes. The Commissioners’ work, however, has been found in many 
cities to be uncoordinated and therefore the City Manager plan was added. 
The City Manager is selected from anywhere in the world by the Com- 
mission and given complete authority and responsibility for running the 
city services. He is highly paid and is practically a permanent official ; 
but, of course, much more powerful than an English Town Clerk and 
generally an engineer or business man rather than a lawyer. It should 
be noted that this separate Executive is like the American Presidency. 
In the States they do not have our Parliamentary Cabinet. 

It would be improper for a mere commentator on government to 
suggest policy to persons who are versed in the practical art—but perhaps 
it might be asked whether in the restricted sphere of public utility services 
a special system could not be introduced. Could we not have a specially 
selected City Manager for municipal services ? Could we not even have 
in great cities a specially elected Commission for services, besides our 
Councillors ? The actual plan operative in the United States has many 
defects which need not be discussed here. The main point for the present 
argument is that, in addition to increasing the efficiency of the service, 
a new plan would give the consumers a closer and more rational contact 
with their own services. Another plan for reform of public utility 
services is that adopted in the Italian enti autonomt. These bodies are 
formed specifically for industrial services by joint action between a town 
council, a co-operative society, local trade union groups, and philanthropic 
societies. The capital is subscribed by these different groups, and they 
appoint the council which directs the enterprise.” The principle implied is 
(1) that a special kind of authority should be formed for public services 
which are not governmental, and (2) that a compromise is useful between 


1 Cf. the discussion by Mr. Gibbon in the Journal of Public Administration, January 
1925. 
2 Cf. E. Milhaud, La Marche au Socialisme, p. 240,and Annales de la Regie directe, 1V. 
p. 167. 
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complete municipalization and “ private enterprise.’’ This experience in 
Italy led to the establishment in France of similar bodies for the restricted 
purpose of cheap housing, the “‘ Offices publics d’habitation 4 bon marché,” 
and similarly, since the war, the “ Offices publics d’alimentation.”’ } 
The advantage over town councils is that ‘“‘ experts ”’ sit on the directing 
committee of such enterprises. The disadvantage is that the consumers 
or users are not in close contact with the organization of the enterprise, 
and the consumer may, therefore, suffer from the tyranny of the expert. 
This may indeed be more terrible than the tyranny of private profit- 
seekers, who are generally somewhat incompetent as tyrants. 

The “‘ mixed ”’ authorities, where a town council shares with a private 
group the control of a public service, is probably only an extreme form of 
the control of concessionaires or of what in the American dialect is called 
“ franchises.’’ This mixed form used to be found in Austria-Hungary 
before the war and is still found in Germany. But as a method of 
improving the position from the consumer’s point of view—either in 
regard to his rights or his duties—the ‘‘ mixed’ form of public service 
seems to involve no new principle. The principle of the Gas Acts in 
England is the same. It suffers from the defects of all concessions— 
that the concessionaires can generally secure a free run for profit-making 
in spite of restricted profits or inspected services. However, in a society 
too simple-minded tounderstand any system but that which is commonest, 
concessions may be more efficient than public enterprise. 

Clearly public services could be made more efficient if the consumers 
who are actually in control were more alive to the details of the policy 
which is being conducted in their name. This assumes that greater 
numbers can be interested and more continuously interested in the 
conduct of public services ; but it is not unreasonable to suppose that 
this would follow if the vague generalities of the platform at local elections 
gave place to definite tests of competence on specific issues. Any one can 
promise to “‘ destroy the capitalist system ’’ or to “‘ cut down the rates ”’ ; 
and we all agree to save the women and children and build as many houses 
as the audience at the moment thinks wise. But it is very uncertain 
whether the electors at a local election understand precisely what functions 
their candidates are to perform on the committees of the council. Of 
course any one will do, if a councillor is only a person to “ sit around” 
inacommittee. But if the consumer wants better service, he must amend 
the system as well as choose new types of men. The consumer must act 
if he finds he has to complain. Other types of reform would, no doubt, 
affect the choice of officials, their training and contacts with the central 
civil service ; again, other types of reform might affect the procedure of 
elected bodies : but here we are concerned with the reforms which might 
be introduced in the system of election and the choice of the chief agents 

1 Cf. C. Gide, De intervention des pouvoirs publics, 1922. 
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of a public service. It is not implied that the existing system in Great 
Britain has any of the evils which led in the United States to their new 
methods of city government ; but we need not wait for great evils to 
arise before we make the next steps in administration. It is absurd that 
bodies elected for governmental purposes (law and police) should also 
organize industrial services. One hesitates to suggest this controversy ; 
but in fact Parliament itself is rather out of date since the State has 
become not only an Authority but a Service. A local Authority is quite 
different from a local Service. Why should we not recognize that fact 
in our electoral system ? 


GROUP INTERESTS AMONG CONSUMERS 


Again the consumers do not often act as a whole or for the sake of the 
whole body of consumers within an area of supply. One class of con- 
sumers may derive benefits from public enterprise without any sense of 
their responsibility for spreading those benefits more widely. For 
example, one group of persons in a city may have electric supply in their 
houses while their poorer fellow-citizens have none. Financial reasons 
are often given for not making electric supply available in poorer quarters : 
but given some public spirit among consumers as a whole, the financial 
difficulties might be overcome. However, the particular instance must 
not obscure the general argument. It is only too obvious that the public 
services of some cities give more benefit to some citizens than to others : 
perhaps those who benefit are the poor, as in the case of public education, 
and in such cases those who mainly pay for the service may be different 
from those who mainly use it. In such cases we have the absurd attitude 
of charity or public assistance in regard to services which should be 
received as of right. But in other cases the advantages of public service 
are given to the richer quarters of the city, in open spaces, cleanly-kept 
roads, and shelter from noisy traffic. There is no cure for the egoism 
of groups except the growth of civic pride or some other form of the 
sense of the community ; and that can never develop if the only contact 
the citizen has with his city government is at elections. It may be sug- 
gested, therefore, that some positive work in contributing criticism or 
suggestion might be done by citizens’ meetings. 


CONSUMERS AND THEIR SERVANTS 


Further, the relation of the consumer or user to his servants, the 
employees in the municipal or State service, introduces new problems. 
The position of such employees is obviously affected by the position of 
employees in private enterprise. Those who pay for services are usually 
assumed to give as little as they can contrive to force or persuade their 
servants to take; and, on the other hand, their servants are imagined 
naturally to do as little as they need for as much as they can get. But 
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elections and the possession of votes make some difference to the fortunes 
of public servants ; and if they use this advantage for the pursuit of the 
crude aim which is assumed to be “ natural,’’ the attitude of the consumer 
towards his servants will be clearly one of hostility. One hears it said 
that public servants are too highly paid if they are paid more than 
employees in private enterprise, although that fact might equally well 
show that private enterprise pays too little. It all depends upon the 
standard we adopt for judging too much and too little. But apart from 
the exact rate of pay, the consumer is clearly responsible for the con- 
ditions under which he is served and doubly responsible, both as user 
and as employee, in the case of public enterprise. An elected council 
may give attention to the wages and conditions of its employees ; but it 
would probably be useful if consumers or users outside the council were 
watchful on their own account over the conditions of their servants. A 
joint body of employees and consumers outside the council, perhaps 
nominated by the council for a term of years, might express the consumers’ 
responsibility. Such a body would at least provide publicity. 

One outstanding example of consumers’ control of an enterprise is 
the Port of London Authority ; and under the Act creating it, special 
provision is made for “ labour’ representation for some purposes. The 
Authority itself is so constituted that its ‘‘ constituents ’’ are almost as 
helpless as under any private tyranny. It is so far away from the sup- 
posed source of its authority, the users of the Port, that it acts sometimes 
as if its chief purpose were not to give its consumers good service but to 
squeeze its employees. And in labour matters the disputes, which its 
special organization was designed to settle, naturally are unsettled because 
as a whole the Authority assumes the traditional mythology that repre- 
sentatives of consumers necessarily pay as little as possible for the most 
they can get. This is in fact a denial of the consumer’s responsibility for 
the conditions of the service from which he derives benefit. 

That consumers can occasionally think of something other than 
their own immediate and narrowest interest is proved by the experience 
of the Association des Abonnés au Téléphone, which not only brought 
from America to Paris experts in telephone organization but also instituted 
reforms for improving the conditions under which telephone girls worked.’ 


Direct ACTION BY CONSUMERS 
So far we have been discussing the day-to-day efficiency of a public 
service ; but there is another. class of problems which has to do rather 
with the development of the service. It is sometimes said that public 
services stagnate or are impervious to new ideas and new methods. 
Apart from the duties of elected representatives and officials, what has 
the consumer to do with new ideas? In England we tend to leave these 
1 Annales de la Regie directe, I. p. 33. 
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to candidates at elections or to elected bodies in the course of their duties. 
The citizen as consumer tends to wait with his mouth open to catch what 
he is given. If reference may again be made to the Wild West, many 
hundred cities of the United States have the system known as the initiative 
and referendum whereby a stated proportion of citizens may make a 
petition for a new service or a new method. The petition having been 
adequately signed, a vote of the citizens is taken; and if the vote is 
favourable, the new service must be established. This system of direct 
legislation might affect our present restricted local government : it might 
at least make citizens aware of the exact powers of their Local Authority. 
But the mere fact that suggestions for local transport, for lighting and 
heating, for street-planning, etc., could be made by active groups of 
citizens who are not members of the local council would give the consumer 
of local services a greater sense of responsibility. 


NATIONAL SERVICES : CONSUMERS’ COUNCIL 


Since in municipal services the electors of the council are quite clearly 
the users of the services, it may be unnecessary to have any representative 
body to speak to the council for the consumers. But where the State 
organizes a service or where a service is organized on a national scale, 
it seems reasonable to expect a representative Consumers’ Council. 
Something more would be meant than mere local advisory committees 
of telephone users in the case of the Post Office: it would perhaps be 
preferable if the whole Post Office system were not treated as a “‘ Revenue 
Department ”’ for assisting the Chancellors of the Exchequer, but were 
organized as a separate industrial service. There are similar difficulties 
in regard to the Stationery Office. 

A suggestion as to Consumers’ representation in a reorganized coal 
industry was made by the Sankey Commission, but a more advanced view 
of the duties of the consumer is to be found in the scheme laid before the 
Coal Commission of 1925 by the Miners’ Federation. A Consumers’ 
Council would “‘ consider questions of prices, transport rates and methods, 
and methods of distribution. It would play an important part in the 
determination of the miners’ wages.’’! It would have an equal voice 
with a Production Council. The objections of the Commissioners to 
this scheme are significant of the traditional view of the function of 
consumers. The report says that some of the members of the Consumers’ 
Council might be willing to pay more for the services they use. How 
horrible! Imagine a consumer-employer in a household being willing 
to pay more to his kitchen-maid than the kitchen-maid could get by 
threatening to poison the food : the collapse of the economic system would 
naturally follow! And secondly, the Commission says that, if a conflict 
arose between producers and consumers, the producers could at least 


1 Report, p. 65. 
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strike but “ the situation would be fundamentally uneven ”’ ; it would 
indeed be odd, for the Consumers’ Council could not do anything so 


vigorousas striking if we assume that they could not cease to use the service - 


at all!’ The responsibility of the user of a service for the conditions 
under which they are served does not appear to have been considered by 
the Commission. It is, however, possible to imagine that, at least in a 
public enterprise if not in the coal industry, a Consumers’ Council would 
not be merely a more effectual method of “ squeezing ’’ the servants of 
the public. When the State as a whole supplies a service, as in Great 
Britain the Post Office or in some countries the railways, the consumers 
as a whole should clearly be represented upon the controlling body for 
organizing the service. The consumers would suggest new forms of service; 
they would transform existing demands; they would stand between 
contending groups in the “ division of labour ’’ within the service. Even 
where industry as a whole is not communally organized, if it is regarded 
as a public service in any sense, the community served should be 
represented as consumers on any body which affects industrial organiza- 
tion. Thus in Germany on the Economic Council there are thirty 
representatives of consumers out of 326 members ; and they have proved 
useful, (1) in standing above the controversy between employers and 
workers, and (2) in providing new ideas.” 


THE FUNCTION OF THE CONSUMER 

The consumer has a positive function: and some of the defects of 
public services are due to the fact that the consumer is not performing his 
function. In the case of a service organized for the gain of the pro- 
ducer (worker or capital-owner), the consumer may have no function 
but that of accepting what he is given. But when the service is organized 
for his sake, he must do something more. If he does not, the resulting 
defects are due to his own incompetence or inertia. Such defects, however, 
are not good grounds for refusing to organize services through a public 
body, but are rather grounds for saying that we must improve existing 
methods. The consumer has been so emasculated by private enterprise 
that when he has the power he appears to be unable to use it. 

We are not concerned here with the consumer in general, the buyer 
of diamonds and books as well as of gas and roads; but clearly some 
general economic ideas rest upon the common characteristics of all 
consuming. All consumers can affect directly the price of what they 
consume (I) by varying the amount of goods they consume from time to 
time, (2) by substituting one kind of demand for another, or (3) by 
permanent change in the articles consumed, definitely abandoning the 
use of some services. Consumption is indeed largely habitual, hardly 

1 Report, p. 70. 
? Cf. the admirable discussion in Dr, H. Finer’s Indusivial Self-Government, p. 117. 
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conscious, and very much under the dominion of social standards ; and 
therefore a group of consumers would find it difficult to cease wearing 
trousers and begin wearing togas, even if it might reduce the price of 
trousers. But clearly consumers do not use even such power as they 
could easily exercise. The experience of war-time shows that if there is 
a general acceptance of its desirability, consumers can reduce their 
consumption of bread or meat or alcohol. But consumers as a rule are 
socially uneducated. Very few individuals think of the social effect 
of their demand for a particular type of shoe or hat ; and yet there is 
probably a type of shoe which is good and a type which is bad for every 
one. If consumers had any common understanding of the need for a 
standard of quality or kind they might act socially as consumers to affect 
price and quality. They have indeed been victimized by advertisers 
in the interest of producers; but they are themselves very largely to 
blame. In other words, all of us are to blame because we have not 
considered so earnestly how to spend an income as how to get it. 

Even the consumer in the case of services publicly organized, with 
whom alone we are here concerned, can perform directly some functions 
in regard to price. He can, by acting in unison with other consumers, 
resivict his consumption of a service and thus decrease cost of production, 
or he can increase his consumption and so decrease cost on an increased 
turn-over. Clearly when a borough council advertises its electricity, it 
is acting in the name of the consumers at least in part ; but the consumers 
of electricity, as such and alone, might directly assist. The borough 
council, of course, has to stand for many other social functions besides 
that of consuming electricity. But the fact that their council is in part 
the producer, places on the consumers of electricity a duty to play their 
part as consumers. 


THE METHODS OF CONSUMERS’ ACTION THROUGH PRIVATE 
ASSOCIATIONS 


We may now turn to the problem of method. If the consumer has 
such functions as those indicated above, how can they best be fulfilled ? 
With regard to consuming in general there is obviously a last resort for 
defence or attack—a consumers’ strike. There could be theoretically 
a very effective strike against trousers if every one suddenly took to 
kilts, and it might bring the tailors to reason if kilts were home-made. 
But it must be assumed that the consumers’ strike is unreasonable and 
unnecessary in the case of public utility services, because the consumers 
themselves are in such cases at least theoretically masters. Still, we must 
preserve our right to strike as consumers, in case Mr. Cole’s Guild Congress 
ever tries to compel us to go in a tram for the benefit of tramway workers ! 
There have been strikes of beer-drinkers in Germany and of users of gas 
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in France ;' and ‘the never-ending audacity of elected persons”’ may 
in an extreme case lead to a strike of consumers of electricity. 

The immediate and more practical problem, however, is the method by 
which general action of citizens can be promoted by small progressive 
groups. It is often said that local government is uninteresting and does 
not attract the more competent type of councillor. That may be due to 
(r) the absurdly limited powers of local authorities, or (2) the small 
areas of local government, or (3) the interference of ‘‘ national ’’ political 
alignments in what should be local problems of detail. With all these 
we are not here concerned. But if these are the causes of the evil, clearly 
they are themselves caused by the ignorance and apathy of the consumers 
themselves in regard to their own services. In the revival of Lyons, 
with which M. Herriot was concerned, private groups did much to 
cure such apathy. 

The education of consumers is perhaps one of the first tasks to be 
performed by the consumers themselves. Even their powers are unknown 
to them ; and their ignorance of the methods of producers often leaves 
them helpless victims of price-rings or clever salesmen. The publication 
of the Report of the Food Council shows what may be done: but that is 
a general question in regard to all industrial services. In public utility 
services some education is done in United States cities by the publica- 
tion of city newspapers. There is a good general paper containing news 
of city enterprises and plans as well as other information, published in 
Los Angeles. In San Francisco there is The Municipal Record, and in 
New York a more official sheet called The City Record. Many of these 
city papers are published by private associations of citizens aiming at 
forming the civic spirit. 

With regard to the finances and other problems of the city, the 
bureaus of municipal research collect and publish facts in regard to city 
policy. These bureaus are generally maintained by small groups of 
private citizens ; and they are often in close contact with the city officials 
in the United States. 

Education is often necessary in regard to the conditions of service 
from which the consumer derives benefit. The user of rubber on a motor- 
car, the buyer of a cheap hat, is morally responsible in part for the con- 
ditions of labour which make the rubber or the hat so cheap. But the 
same is true in regard to the use of dustmen or road-sweepers: the con- 
sumer is partly responsible for wages and conditions of his servants, and 
in the case of public services this moral responsibility is much more easy 
to feel than in the case of far-off complicated conditions, for example, 
in rubber plantations. We need not argue the case. It is enough if 
the consumer be educated to understand his responsibility. There are 
in France “ ligues sociales d’acheteurs ’’ which aim at such education ; 


1 Cf. Charles Gide, La lutte contre la cherté et la Cooperation. 
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and in the United States the bureaus of municipal research publish 
information as to the wages and conditions of employees of public 
authorities. 


CO-OPERATION OF PUBLIC AUTHORITIES WITH CO-OPERATIVE SOCIETIES 


It would be out of place here to suggest new developments of civic 
and other local services of supply and transport ; although even the Coal 
Commission went so far as to suggest that local authorities should engage 
in the retail sale of coal. But as public services are consumers’ services, 
it may be suggested that there is a natural connection between them and 
the Consumers’ Co-operatives. In France before the war the importation 
of frozen meat was obstructed ; but during the war such meat was im- 
ported by the State, marketed by the City authorities, and sold retail by 
the Co-operative Societies. The consumers in the different organizations 
are different ; but the principle that the service is organized at the will 
of those served is the same. This need not imply that their servants are 
slaves ; for we cannot expect public service itself to reach its full develop- 
ment until those served are willing at every point to give their servants 
complete control of the conditions of service, themselves retaining the 
power to say what services are needed. The position of the consumer 
and user, then, in regard to public utilities is interesting, partly because 
of the problems which public services have already solved, but partly also 
because of the new problems of organization to which it gives rise. We 
are still only at the beginning in our methods of organizing public 
enterprise. 











The Appropriate Types of Authority 


for the Operation of Publicly Owned Utility Services, and the 
Power which they should have 


By Sir GEOFFREY CLARKE, C.S.I., O.B.E. 
Late Director of Posts and Telegraphs in India 


EFORE dealing with the actual point at issue it might be helpful 
to consider what is an Utility Service, and then which of such 
services should be publicly owned with advantage to the country. The 
broad definition of a Public Utility Service is a service that is essential to 
the community. It is not always easy to distinguish between services 
that are primarily essential to the State and those that are essential to 
the community. Among the former could be classed the Army, the 
Navy and Coast Defences, and the Civil Services. The latter would com- 
prise the Posts, Telegraphs and Telephones, Rail and Road Transport, 
Shipping, the organizations for the maintenance of Water Supply, 
Lighting, Electric Power, Sanitation, and in Great Britain, perhaps, we 
might add coal. 

With respect to the great non-earning services which exist as part of 
the machinery of Government, there can be no question but that control 
must be finally vested in Parliament through a Minister of State and that 
the maintenance of such services must depend upon an annual vote for 
supplies. 

The Post Office (including Telegraphs and Telephones) stands upon 
a different footing. It can hardly be regarded as part of the machinery 
of Government, and yet it is essential to the community. 

With one or two notable exceptions, the Post Office is kept as a State 
monopoly in all countries, and in England we have always been taught to 
regard it as a triumph of organization under State control. The Com- 
mittee on Retrenchment of Public Expenditure and the Geddes 
Committee, however, had very stringent criticisms to pass upon the 
organization. The Report of the former has the following remarks :— 


“We have, however, been impressed by the fact that, of all the numerous 
services managed by the Post Office, hardly one shows any profit, except the letter 
post. The history of the telegraphs is most unsatisfactory. They were taken 
over in 1870 at a cost (including capital expenditure on extensions) of £10,129,087 
in the anticipation that they would yield a profit to the State. After the second 
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year of Post Office management, the profit failed to cover interest upon capital 
outlay. Year by year the financial position has grown worse. In recent years 
the loss upon working has not been less then {1,000,000 a year, and this loss 
includes nothing for interest due to the State upon the aggregate losses of previous 
years. 


With respect to the Telephone Service, it has been placed upon record 
that “‘ The Post Office, when it took over the National Telephone 
Company’s business, reduced the salaries of higher officials and increased 
the wages of operators. The result of working the system by the Post 
Office was, however, not financially a success, for, while the National 
Telephone Company, after paying a substantial sum to the Post Office 
for a licence to carry on their undertaking, earned a profit, the Post 
Office working results are as follows, after charging 3} per cent. on the 
capital. 


Profit. Loss, 
i £ 
1912-13 “s ve 3 ~« 303,343 
IQI3-I4 <a ‘3 - <> S9O,85T 
1914-15 i va ws y 111,018 
Ig15-16 - re ¢s = 118,177 
Ig16-17 es a an + @2etgmy 
1917-18 a + ei -» 355,468 
1918-19 ba, 4 dg Si 36,261 
I9Ig-20 be oa fe! a 1,961,710 
1920-21 ue 2 es sh 4,721,970 


Much of the failure, in the opinion of the Geddes Committee, has been 
due to lack of appreciating the need for developments—in other words, 
a failure to take the long view of profits and expenditure, which, of course, 
is very difficult under State management. 

All these criticisms are based upon the purely financial aspect of the 
Post Office. They leave out of consideration the enormous indirect 
benefits conferred upon the public by the Department. They overlook 
the fact that practically all rural offices, both post, telegraph and 
telephones are run at a loss and that a private Company would not attempt 
to give to country districts the facilities at present given by the Post Office. 
Were telegraph and telephone offices to be maintained upon a purely pay- 
ing basis, how many would be kept open between 10 p.m. and 8 a.m. ? 
Very few indeed! At the same time a very high, probably too high, class 
of service is maintained in small outlying places, but this is what the public 
demand, and what the Department is practically forced to give. In 
America such great stress is laid upon the indirect benefits to the com- 
munity conferred by an efficient Post Office that the Department is not 
expected to pay its way and never does. We must also place to the 
credit of the Post Office in England one splendid and unforgettable feat 
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in the history of the country, namely, that despite strong pressure it 
stood firm in the general strike of May 1926. Had the Post Office or any 
of its branches been privately managed, can we doubt for a moment 
that the Staff would not have obeyed the order of the Trades Union 
Council, with unspeakable results? For these are not services in which 
volunteers could have picked up the work in a few days or even a few 
months, and a general strike of postal, telegraph, and telephone employees 
would have been a national disaster. 

I only mention this fact, as it is always well to remember that the 
earning of profits is not always the most important function of an Utility 
Service. 

Before leaving this subject I should like to point out that although 
the maintenance of separate accounts for the Postal, Telegraph and 
Telephone Branches is very useful, yet it is a mistake to criticize too 
severely the gains of one and the losses of another branch. The three 
branches are interdependent. The use of the Telegraph and Telephone 
services is interchangeable according to the requirements of the moment. 
Letters lead to the employment of both and both lead to the writing of 
letters, in fact all three react upon each other and supplement each other. 
Each has its own sphere of work, but so far as the taxpayer is concerned 
the earnings of the whole Department should be taken together and not 
split up into sections. A carrier with a horse and cart might as well 
deplore the loss he incurred upon his horse compared with the gain upon 
the work done by his cart. If any business is sufficiently subdivided for 
costing purposes, some portion must always appear unprofitable. 

The Post Office is the outstanding example of a State-managed and 
State-controlled business organization in this country. It is most 
efficient and renders the public a very high-class service, which compares 
very favourably with that rendered in any other country. On the financial 
side the defects are those which are inherent in all State management 
and are almost entirely due to the State system of finance. The greatest 
defect is the impossibility of building up any reserve for future develop- 
ment. The yearly profits are absorbed by the State and an annual budget 
has to be prepared, which must depend largely upon the demands of 
other services and of politicians for their own pet schemes. It is a wonder 
that any great business can be carried on under such conditions, and it is 
only due to the insistence of the various departmental chiefs that any 
funds for development have been obtained. 

We must now consider what the appropriate type of authority should 
be for a department like the Post Office in order to permit of its being 
organized and administered upon commercial lines. The control by a 
Cabinet Minister responsible to his party combined with dependence upon 
an annual vote for supplies are serious drawbacks to any commercial 
concern. Although there is a continuity in management through the 


332 






















Yn 5. —_— = et NS ot 











rr terme 





Appropriate Authorities 


permanent officials, there is a continual change of policy with each new 
Cabinet Minister. What a great utility service of this kind requires is good 
expert commercial control and a settled financial policy. It is unreason- 
able to expect the managing staff to devote their energies to reducing costs 
and to increasing profits, when they know that their efforts may be of 
little or no benefit to their own Department, but may be utilized to assist 
some other branch of Government service with which they have no 
concern. In India an experiment has been recently made in revising 
the financial arrangements of State Railways. Formerly the railways 
were entirely dependent upon the annual vote for supplies, their earnings 
passed into the revenues of the State and they might be stopped in the 
middle of an important construction, if the necessary funds were not 
forthcoming at the beginning of the new financial year. In 1924 it was 
decided to separate the railway finances from the general finances of 
Government, and the State Railways were allowed to manage their own 
finances subject to an annual payment to the State of one per cent. upon 
the capital account and one per cent. of the surplus earnings of the previous 
year. In the event of surplus earnings exceeding two millions sterling, 
certain further payments have to be made. By this arrangement the 
railway authorities are saved from living from hand to mouth ; they can 
take the long view and build up reserves. They can now devote their 
surplus earnings to the development of railway communication in the 
country. The controlling authority is a Board of three members, all 
expert Railway men in various branches, with a Financial Adviser. 
Parliamentary control is still maintained through a member of the 
Viceroy’s Council who deals with all railway questions in the Legislative 
Assembly and who submits the Railway Budget to that body for accept- 
ance. The Railway Board is further assisted by Advisory Councils 
in various parts of the country. 

This system has produced excellent results in the first two years of 
its existence and is free from the most important defects of ordinary 
nationalization of a public utility service. 

I have no doubt that a similar separation of Post Office finances from 
the general finances in Great Britain would prove most beneficial to the 
Department. The Post Office might contract to pay a definite contribu- 
tion to the State, whether as a percentage of its capital account or not 
is a matter for consideration. Once this contribution was settled by 
Parliament, the Department would have to stand upon its own feet as 
a commercial concern. The control would be vested in a Board, with 
wide powers, answerable, however, to a Minister of State, and the adminis- 
tration and annual accounts would, of course, be subject to criticism and 
discussion in Parliament. Subject to limitations imposed by law with 
respect to wages, hours of work, etc., the Board of Control would have 
full authority for dealing with the administration of the Department. 
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The Board of Control should have all the powers of the Board of 
Directors of a limited liability Company, with a limit in respect of loans, 
beyond which parliamentary sanction would be necessary. Government, 
however, should be in a position to keep a close watch over the accounts 
through a Government auditor, who would be responsible for the prepara- 
tion and correctness of the annual balance-sheet. 

I have already referred to the type of authority which exists for the 
control of the State-managed railways in India. The nationalization of 
railways in England is quite another matter, but although I don’t 
advocate any such measure, it does not deserve the wholesale condemna- 
tion which has been expressed by so many writers in recent years. In 
his book State Socialism in Practice Mr. Archibald Hurd sums up the 
result of State management of railways in the following words : 


“ Where statistics are available they would show a steady tendency to increase 
working charges, to lower profits, and to assimilate railway management with the 
administrative methods of large Government offices, which, in the very nature of 
things, cannot be worked at a profit, and in the result producers and consumers 
suffer and the community is penalized.” 


Mr. Hurd has not, however, taken into account some of the evils 
attending purely private enterprise in the matter of railways. What- 
ever may be the evils attending State management, the lack of State 
control in the beginning led to the exorbitant prices paid for land taken 
up for railway purposes. Owing to the opposition of private owners 
unsuitable routes had to be adopted; there was an utter lack of co- 
ordination in laying out the railway systems of the country and great 
waste and duplication were entailed. On the traffic side the public 
may have benefited to some extent by competitive rates, but the cut- 
throat competition was disastrous, and what can be said of a railway 
organization by which goods could be sent at cheaper rates from German 
ports to London than from many towns upon the East coast ? 

The advantages of competition which have been generally put 
forward as an argument against nationalization have been largely 
discounted by the Grouping system, but the over-capitalization still 
remains. 

There is no doubt that a general State control of railways is desirable. 
Such control might be vested in a Board with powers to deal with all 
big questions affecting the welfare of the country, such as new construc- 
tion, maximum and minimum passenger and freight rates, land compensa- 
tion, rates of wages, etc. The Board would not interfere in any way 
with the actual management or the internal economy of a railway system, 
and within certain defined limits private management would have a 
free hand. 

Neither the public ownership nor State control of shipping can be 
recommended in any circumstances. Shipping is a very highly specialized 
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business and subject to sudden and unforeseen influences. It is impossible 
to run it upon any hard-and-fast lines, and the utmost scope must be given 
to individual discretion and individual enterprise in order to meet the 
varying conditions that arise. The State control of merchant shipping 
during the War was not a success, although some of the most experienced 
shipping men were in charge. 

The United States present the most outstanding example of the 
failure of a State-owned shipping service. When the Government owned 
more than half the American tonnage a few years ago, more than 62 per 
cent. of the trade of the country was carried in foreign vessels. To get 
freight for their ships the Government were compelled to use the pro- 
visions of the Merchant Shipping Law discriminating against foreign 
vessels. An extract from a report of the Standing Committee on Harbour 
and Shipping and Foreign Commerce of the New York Chamber of 
Commerce in 1924 is significant : 

“The mere fact that there are 900 Shipping Board steamers laid up is not a 
conclusive indication that adequate shipping facilities are, or can be, afforded by 
American vessels, and certainly the Shipping Board vessels now in commission 
are not sufficient to give an adequate service. A mere supply of the given amount 


of tonnage is only one of the factors necessary to the furnishing of the exporters 
of this country with adequate service.” 


This is the result of State-owned shipping among a keen, intelligent 
business-trained people! Can there be any greater confession of failure ? 

With respect to coal, which is the national industry of Great Britain, 
the Report of the Coal Commission has conclusively proved that public 
ownership is not feasible and would only injure the trade. 

The operation of public-owned utility services which affect a limited 
area, such as a municipality or a borough, stands upon a different footing 
from those which affect the whole country. Most municipalities possess 
their own water supply and many own and operate their electric power 
and tramways. These services are essential to the life of the community 
in the area, and it is desirable that they should be publicly owned. The 
authority that operates such services is usually the Municipal Board, the 
Borough Council, or whatever body corresponds to one of these. Muni- 
cipal Control is free from some of the defects inherent in Parliamentary 
control. The members of a Municipal Board are usually business men 
accustomed to deal with commercial matters. They have a personal 
interest in the municipal services as citizens, and they are subject to 
severe local criticism if things go wrong. At the same time they have 
to meet claims from their own constituents and they are liable to removal 
at each election. The constant fear of losing his seat is apt to prejudice 
the views of a member and to induce him to adopt a policy which is more 
popular than judicious. Among the serious evils resulting from the 
tendency to curry favour with voters are the excessively high rates of 
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wages paid to municipal employees. In many townships the unskilled 
labourers and street sweepers draw more wages than men in highly skilled 
trades. A policy of this kind adopted by Municipal Boards has very 
serious reactions through the country and causes great discontent. 

In the nature of things municipal services must be controlled by Com- 
mittees of the Municipal Board, but the actual operation of such services 
should be in the hands of permanent officials appointed by the Board, and 
such men should be employed upon long-term contracts and should not 
be removed except for unsatisfactory work or misbehaviour. The 
maximum and minimum daily wages for unskilled labour should be fixed 
by a National Wages Board for every district in the country in order to 
prevent wages in certain areas being fixed upon a political rather than an 
economic basis. 

To sum up the position, the operation by Government, as such, of a 
publicly owned utility service is undesirable and must be inefficient. 
Government has many functions to perform in assisting the trade and 
industry of a country, but, except in a very few instances, actual operation 
of any business is not one of them. Whenever it is necessary for Govern- 
ment to take control of a commercial service, the actual operation 
of such service should be entrusted to a permanent Board invested with 
all the powers necessary for the performance of its duties. 

Of these powers the most important is that of placing the finances of 
the service upon a commercial basis, of contracting loans necessary for 
development, and of building up reserves out of profits. The system of 
Government finance by which all surpluses under any head are absorbed 
at the end of each financial year is ruinous to any business concern. 
Much better for Government to decide what revenue or contribution it 
expects from a particular service and the Board of Management must 
use its efforts and powers of organization to secure that revenue. As 
public utility services are usually monopolies, the problem of obtaining 
a particular revenue is merely a question of price, whether it be for 
postage stamps, railway fares or any other commodity. 

An example of an authority under Government control constituted 
to operate a public utility service is the London Port Authority, created 
in 1908, which took over the various Dock Companies. The London 
Port Authority is controlled by the Board of Trade in respect of all 
matters that lie outside the powers laid down in the Act. Certain large 
questions of principle, such as maximum rates, rents, dock dues, etc. 
are fixed by the Board, and the annual accounts have to be submitted 
to them, but on the whole the powers of the Port of London Authority 
are very wide, and the whole operation of the Port lies in their hands. 
The authority consists of a chairman, a vice-chairman, eighteen elected 
and ten appointed members. Seventeen of the eighteen elected members 
are elected by payers of dues, wharfingers and owners of river craft, so 
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that there is a great deal of experience and technical knowledge in the 
managing body. They have large powers of borrowing and can accumu- 
late a reserve up to one million pounds. 

Another example of a Board which operates an Utility Service is the 
Pacific Cable Board, which, although it has no monopoly of the traffic, 
has been most successful in the management of the Imperial route to 
Australia and New Zealand via Canada. The Pacific Cable Board is in 
the peculiar position of being the intermediary for several Governments, 
and perhaps it is able to derive certain advantages from having more than 
one master. The total traffic upon this route has increased from 228,354 
paying words in 1902-3 to 11,889,400 in 1924-5. The revenues have 
steadily increased, and the Board had on 31st of March, 1925, a reserve in 
securities of over two millions sterling. These figures show what can be 
done by a good system of management even under Government control. 

I have not attempted to discuss in detail the powers which should be 
exercised by an authority which operates a publicly owned utility service. 
Control by Government in such important matters as the raising of money 
beyond a certain amount, revision of the service which leads to expendi- 
ture over and above the budget allotment, or alteration in the constitution 
of the service, is necessary and reasonable. Within the limits laid down, 
the Authority would have full powers to deal with the operation of the 
service, but the annual accounts would be open to scrutiny by the 
Treasury and to discussion in Parliament. It may be argued that a 
system of this kind may tend to hamper administration and to lead to 
undue Government interference. It is, however, not possible to keep a 
publicly owned utility service entirely free from higher control, and the 
aim of the Constitution should be to prevent interference that would 
hamper development or the proper utilization of reserves. If a careful 
scheme is prepared in the first instance, I can see no reason why a sound 
commercial organization should not be possible in certain services. 











The Appropriate Types of Authonity 


for the Operation of Publicly Owned Utility Services, and the 
Powers which they should have:—(With Special Reference 
to the Position and Powers of the Appropriate ad hoc Municipal 
Authority) 


By W. Moon 
Town Clerk, Liverpool 1 


HE sub-title that I have chosen suggests the limits to which I pro- 
pose to confine such observations as I have to make on the vast 
subject covered by the title. In itself, the title is wide enough to cover 
the whole genesis of local government as we know it to-day because, in 
point of historical fact, the history of local government in this country 
is very largely concerned with the continuous experiments which have 
been made in the creation of ad hoc authorities for dealing with specific 
necessities as they arose.2_ Many of these ad hoc authorities have come and 
gone, some after a feeble existence, whilst others, after having flourished 
and served their purpose, have been superseded by more modern types. 
Thus the Courts of Sewers; the Turnpike Trusts; the hosts of Com- 
missioners for lighting, watching, paving, cleansing or improvement 
of towns, etc., which arose out of the neglect or apathy of the old unre- 
formed Municipal Corporations, have nearly all been swept away by later 
reforms of our local government system. 

The Local Boards of Health which owed their origin to the outbreak 
of Asiatic cholera in 1831 provide an interesting example of this process. 
A Central Board of dignitaries and medical men was set up (in 1832), and 
Local Boards of Health, composed of local magistrates, clergy, doctors, 
and “ principal inhabitants,” in the large towns were created by Orders 
in Council. These Local Boards ceased their activities as the cholera 

1 In preparing this Paper I wish to acknowledge the assistance of Mr. Warner Terry, 
a former colleague of mine when with the Metropolitan Water Board. 


2 Clifford’s History of Pvivate Bill Legislation presents ample evidence in support of 
this proposition. The Town Improvement Acts are the earliest instances of the recognized 
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necessity for some local body being made responsible for the elementary local requirements | 


of an urban community. Paving was the first and most frequent subject of local legisla- 
tion. Then came the suppression of nuisances, including the killing of animals in the streets ; 
and drainage and sewers. Lighting and watching and water supply came a little while 
after. 
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abated, and were revived by the renewed outbreak in 1848, in which year, 
' however, they were finally superseded by the local sanitary authorities 
' created under the first Public Health Act of that year ; and the Central 
' Board of Health eventually became the Local Government Board, now 
the Ministry of Health. 

Another remarkable example of the ad hoc which I will do no more 
ity than refer to, is to be found in the numerous Improvement Commissioners 
tor all manner of purposes which were established under Local Acts in 
the an attempt to hit upon and provide some form of town government. 
The framers of the Municipal Corporations Act of 1835 thought to absorb 











































- 1 these Improvement Commissioners in the reformed municipal corpora- 
ape tions ; but the particular clause was permissive, so that the Municipal 
: Corporation of 1835 did not supersede the hundreds of Commissioners 

under Local Acts for Town Improvement, Lighting Commissioners, Street 
Commissioners, Watching Commissioners, Lamp Commissioners, Police 
Commissioners, Paving Boards or Turnpike Trusts, etc. 

pro- | 

vast } PRIVATE ENTERPRISE AND MUNICIPAL AUTHORITIES 

te Possibly partly owing to the non-existence of suitable public authorities 

itry during a considerable period of our history, new public utility services, 

ave as they came into being, were placed in the care of private enterprise, 

ihe though subject to regulation by public authorities. Canals, which may 

and be dated from the Duke of Bridgewater’s Bill of 1761, are an early example 


hed | of this, to be followed later by their successors and rivals, the railways, 
pes. ) which were first mere tracks of wood, iron, or stone ; and were, in point 
of fact, originally sanctioned as feeders to the canals. Street tramways ; 


a | the burrowing of tunnels under rivers; and the introduction of gas 
are- | lighting were all in the days before municipal government had achieved 
ater its present status, developed by private enterprise, and to a large extent 
remain in private hands to-day. 

eak | On the other hand, by the time the supply of electricity had become 
o8s, a public utility, municipal authorities had achieved the status and 
and experience to enable them to participate in its development, which they 
ors, | did in competition with the gas companies. The Playfair Committee 
Jers of the House of Commons of 1879 reported that in their opinion “ gas 
era companies have no special claim to be considered as the future distributors 

i of electric light,” for they “‘ possess no monopoly of lighting public streets 
ITY, or private houses beyond that which is given to them by their power of 
t of laying pipes in the streets,” and “ electric light committed to their care 
ized might have a slow development. Besides, though gas companies are 
+ [ likely to benefit by the supply of gas to gas engines, which are well suited 
* as machines for producing electric light, the general processes of gas 


manufacture and supply are quite unlike those needed for the production 
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of electricity as a motor or iiluminant.’’ In the opinion of the Committee, 
Local Authorities should have ample powers to lay wires for street lighting, 
or to facilitate experiments with this object by companies or individuals ; 
and streets should not be broken up without their consent, and without 
“compensating advantages’ to be derived by the public in return for 
any grant of powers of this nature. In 1879, the Committee appear 
to have thought that the time had hardly arrived when the progress of 
invention made it possible to transmit electricity from a common centre 
as an economic source of power and light for manufacturing and domestic 
purposes. Meanwhile, “it might be expedient to give the municipal 
authority a preference during a limited period to control the distribution 
and use of the electric light, and failing their acceptance of such preference 
that any monopoly given to a private company should be restricted to the 
short period required to remunerate them for the undertaking, with a 
reversionary right in the municipal authority to purchase the plant and 
machinery on easy terms.” 

In the interval between the report of this Committee and any general 
legislation, several special Acts were passed sanctioning street lighting 
by electricity. None of these was obtained by private companies. 
Parliament, in the spirit of the recommendations just quoted, granted no 
powers save to Local Authorities, and in their case chiefly with a view to 
experiments, for periods limited to five years, and in all cases for public 
lighting only. Nine municipalities obtained these powers: the Corpora- 
tions of Leicester, Liverpool, Blackpool, and Over Darwen in 1879; 
Huddersfield, Hull, Lancaster, and Oldham in 1880 ; and Irvine in 1881. 
Stimulated by these examples, and by what appeared to be the 
encouraging results of recent experiments and discoveries, nearly thirty 
Bills were promoted in 1882 by gas companies and municipalities, or by 
electric lighting companies, most of which proposed to establish works 
all over the kingdom. Early in the Session, however, a general measure 
to regulate electric lighting was introduced by the Board of Trade, and 
it was intimated that, pending the consideration of this measure, no 
fresh powers would be granted either to companies or to Local Authorities. 

The Electric Lighting Acts of 1882, 1888, and 1909, and the Electricity 
(Supply) Acts of r919 and 1922 only apply, generally speaking, to bodies 
or persons who are authorized to supply electricity within any area by 
a licence or provisional order of the Board of Trade or a special order 
made by the Electricity Commissioners or by special Act of Parliament 
as “undertakers” or ‘special undertakers.” A joint electricity 
authority established under the Act of 1919 is authorized to supply within 
an Electricity District. The procedure to acquire powers to supply over 
large areas comprised in an Electricity District is by an order made by 
the Electricity Commissioners confirmed and approved by the Minister 
of Transport and Parliament. The Act of 1919 carried out largely the 


340 






lll a, Tl oo Ee ee. ee ee es ee ee 


QQ —_— 


To fo rm 


kek A RS ee 









ion 
ace 
the 
la 
nd 


ral 


lic 


ies 


ler 
nt 
ty 
in 
er 


dy 
er 
he 





Appropriate Authorities 


recommendations of the Electric Power Supply Committee with a view 
to ensuring an adequate and economical supply of electric power to all 
classes of consumers, particularly industries which depend upon a cheap 
supply of power for their development. 

I need only refer to the Electricity (Supply) Bill now before Parlia- 
ment. 

For electricity supply the ad hoc administrative authority has been 
found to be the right solution. 


LocAL GOVERNMENT HISTORY AND THE AD Hoc MuNICcIPAL 
AUTHORITY 


The latter half of the nineteenth century witnessed a steady increase 
in the influence and enterprise of the local authorities. The Public 
Health Act of 1848, after many amending and extending Acts, was super- 
seded by the Public Health Act of 1875. Similarly the municipal corpora- 
tions Act of 1835 was, after a number of amending and extending Acts, 
superseded by the Municipal Corporations Act of 1882. Traffic facilities 
and the needs of an ever-increasing urbanized population had made 
both practical and necessary the enlargement of local government areas 
and powers. It isa truism, though frequently overlooked, that in human 
affairs the measure of distance which matters is not mileage but theamount 
of time and money which it costs to go from one point to another. For 
this among other reasons the ancient civil parish has long since ceased to 
be the unit of local government administration for sanitary and highway 
purposes, and is soon, under the Rating and Valuation Act of 1925, to 
be superseded even for local rating and valuation purposes. The majority 
of the locai government services have been consolidated in the hands 
of the urban sanitary authorities, the municipal corporations, and the 
urban district councils. 

In the rural districts the Poor Law Union was chosen as the unit of 
local government administration, because there was no other adequate 
local authority in existence, and the Board of Guardians was constituted 
ex officio the rural sanitary authority. This position was simply reversed 
by the Local Government Act of 1894, which provided for the election 
of the rural district councillors as such, who in their turn became the 
guardians ex officio. 

Thus by the middle of the nineteenth century the whole country had 
been parcelled out into urban and rural districts, with councils possessed 
of powers conformable with their needs, and the establishment of County 
Councils was soon to follow. The machinery of Adoptive Act legislation, 
which is one of the peculiarities of English local government, enables 
the Local Authorities by simple methods to equip themselves with addi- 
tional powers; and, in addition, rural authorities can obtain specific 
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urban powers by departmental order or provisional order, without 
becoming urban authorities. 

The transformation effected by the Municipal Corporations Act, 
however, did bring about an elasticity in the Borough constitutions 
which had not hitherto existed. There was an extraordinary extension 
of the areas of the towns dealt with by the Act. Before that Act the 
ancient borough bounds were rigid, as we see in the City of London to-day. 
Most of the cities and boroughs have continued to grow since 1835, and 
under private Acts of Parliament and Provisional Orders confirmed by 
Parliament, the boundaries have from time to time been extended so 
as to embrace what had become part of the same community although 
outside the original limits. Thus, in the case of Liverpool, the extension 
effected under the Act of 1835 increased its population from 165,000 to 
206,000, and this population has by subsequent borough extensions now 
grown to a population of 802,940 (Census, 1921). 

This lateral growth, which has recently been reported upon by the 
Royal Commission on Local Government, has minimized the Joint Com- 
mittee expedient by bringing areas which would otherwise have been 
served by the Joint Committee machinery within the one ambit. 

Notwithstanding, however, the growth of the Boroughs to embrace 
contiguous communities that have grown up outside or have been con- 
nected up by urban growth, the machinery of the Joint Committee still 
serves a most useful purpose for the administration of common services 
where the facts do not otherwise justify the whole of the territory so served 
being placed under one vast authority merely because there exist one 
or more public utility services common to the larger area. The problem, 
therefore, resolves itself into one of providing adequate and efficient 
co-ordinated administrative bodies on the one hand whilst avoiding 
unwieldy super-councils on the other. In my opinion the solution is 
to be found in the ad hoc Joint Committee. 

The Joint Committee is the latest manifestation of local government 
evolution. Two or more bodies find that they are in need of some service 
which could obviously be better provided on a co-operative basis than if 
it were undertaken singly. A sewage disposal scheme, a hospital for 
infectious diseases, a water supply, could best be provided if the authorities 
interested pooled their resources and supplied the particular service 
required on co-operative and proportionate basis. Thus there came 
into existence joint sewerage boards; joint hospital committees and 
boards ; joint gas and water boards and joint water boards; burial 
boards and joint burial committees ; joint fire brigade committees, and 
joint poor law committees. There are also joint sanitary boards ; rivers 
pollution prevention committees and river boards ; and a joint tramways 
and electricity board. Joint Committees also exist consisting of repre- 
sentatives from two or more authorities for such purposes as asylums ; 
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sea and river conservancies; ports and harbours; and under special 
Acts, such as the Inebriates Act. These Joint Committees, which are 
sometimes designated boards, are constituted in different ways; but 
their main feature is that they are indirectly elected, being built up of 
representatives elected by their constituent authorities. Thus a joint 
hospital committee consists of members elected by two or more local 
sanitary authorities. 

The Standing Committee for County Police consists of representatives 
of the County Council and the County Justices, and here we have an effort 
to combine representatives from the old authority—Quarter Sessions— 
and the new authority—the County Council—which took over the non- 
judicial duties of Quarter Sessions. 

The first Report of the Royal Commission on Local Government 
contains a summary review of the principal provisions of the existing 
law,’ which enabled local authorities to enter into arrangements for the 
joint exercise of local government functions. The Report classifies these 
powers under the following heads, and shows the lengths to which the 
Joint Committee principle has already been extended ? :— 





Section 1.—Constitution of Joint Bodies with Independent Financial 
Powers 


Joint Boards under the Public Health Act, 1875. 

Joint Boards under the Housing Act, 1925. 

Port Sanitary Authorities under the Public Health Act, 1875. 

Committees under the Isolation Hospitals Acts. 

Rivers Pollution Prevention Committees under the Local Government 
Act, 1888. 

Joint Electric Lighting Authorities. 

Joint Electricity Authorities under the Electricity (Supply) Acts. 

Joint Action by Local Authorities under the Mental Deficiency Act, 
1913. 

Standing Joint Committees in Counties for Purposes of Police, etc. 


Section 2.—Constitution of Joint Bodies without Independent Financial 
Powers 


General Provisions. 

Joint Committees of Councils of Parishes, Rural Districts or Urban 
Districts. 

Joint Committees for the Administration of Adoptive Acts. 

1 Cmd. 2506, pp. 95-114. 

2 The Press of April last published a summary of the work of Communal Syndicates 


in France, comparable with Joint Boards or Joint Committees in this country, tends to 
show that similar conditions in other countries have produced similar expedients. 
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Joint Action for the Execution of Works. 
Joint Committees of County Councils. 
Provisions for Specific Purposes. 
Appointment of Medical Officers of Health for United Districts. 
Joint Tuberculosis Committees. 
Joint Library Committees. | 
Joint Action by Local Authorities under the Lunacy Acts. 
Joint Bodies under the Town Planning Act, 1925. 
Co-operation and Combination of Local Authorities under the : 
Education Act, 1921. 
Joint Agricultural Committees. 
Joint Committees under the Diseases of Animals Acts. | 
Joint Local Fisheries Committees. | 
Joint Committees under the Light Railways Act, 1896. 
Joint Tramways Undertakings. 










































Section 3.—Agreements between Local Authorities for Joint Action. 





Joint Action by Police Authorities. } 
Joint Action by Other Authorities. 

Agreements as to Reformatories and Industrial Schools. I 
Joint Action under the Weights and Measures Acts. 

Agreements between Drainage Authorities. 

Representation on Governing Bodies of Harbours, Docks, or Piers. 
Joint Action as to Ferries. | 
Agreements for purposes of Electricity Supply. 





Section 4.—Constitution of Joint Advisory Bodies | 


Joint Committees under the Town Planning Act, 1925. | 
Advisory Bodies under the Electricity (Supply) Acts. 


THE AbD Hoc MunICcIPAL PRINCIPLE IN LONDON 


Perhaps the local government of London presents the best example 
that exists of the principle of ad hoc municipal administration. This is 
because London was excluded from the legislation of 1835, so that—if 
only for the benefit of the student of Local Government Administration— 
the Metropolis has presented and presents several concrete examples | 
of the ad hoc Municipal Authority indirectly elected. 

It is interesting to note that in 1853 a Royal Commission was ap- 
pointed to inquire specially into the affairs of the City Corporation, and, 
in their report, they suggested that the seven Parliamentary Boroughs 
then existing in the Metropolis should be created Municipal Boroughs 
with certain local functions, and that there should be a central Board of 
Works, the members of which should be elected from each Municipal 


344 






























Appropriate Authorities 


Authority for the carrying out of services common to the whole of the 
Metropolis. 

The suggestion as to the creation of the seven Municipalities was 
not acted upon, but that for the creation of a central Board of Works 
was carried into effect by the Metropolis Local Management Act intro- 
duced by Sir Benjamin Hall in 1855. At that time the Local Authorities 
were the Vestries of the civil parishes, or, where those parishes were 
either small or very sparsely populated (as in the case of Wandsworth 
and Greenwich), the primary local government functions were vested 
in District Boards elected by the Vestries. Thus, the primary local 
government in London was in the hands of directly elected Vestries or 
indirectly elected District Boards elected by the Vestries. These 
Vestries and District Boards had the control of the local streets and sewers, 
the suppression of nuisances, removal of house refuse, and such-like 
local powers. 

The Metropolitan Board of Works created by Sir Benjamin Hall’s 
Act of 1855 was composed of representatives of these Vestries and District 
Boards. The main purpose of this Metropolitan Board of Works was for 
the creation of a main drainage system for London with certain other 
functions common to the whole of London, leaving primary local functions 
to be discharged by the Local Authorities in the City and the surrounding 
parishes, 

The point I wish to emphasize here is that the Metropolitan Board 
of Works which existed from 1855 to 1889 was indirectly elected by 
representatives appointed by the Vestries or by District Boards. This 
Board speedily justified its existence. It instituted the main drainage 
system of London ; constructed the Victoria and Albert Embankments ; 
effected many ambitious street improvements and the sweeping away of 
slum areas ; undertook the construction of new bridges and the freeing 
of existing bridges across the Thames; and the preservation and pro- 
vision of open spaces ; and it established the Metropolitan Fire Brigade 
under Captain Shaw. 

Those who have any knowledge of London Local Government are of 
one mind in expressing the opinion that the Works carried out by the 
Metropolitan Board of Works compare not unfavourably with those 
to be credited to its successor, the London County Council. Its manner 
of disappearance was unfortunate, but the Royal Commission which 
inquired into the whole matter reported in the highest terms of the great 
achievements of the Metropolitan Board of Works for London. 


LONDON GOVERNMENT AND THE PRINCIPLE OF INDIRECT ELECTION 


In some quarters the indirect method of election to such bodies is 
objected to as not in accord with the sternest precepts of democracy, 
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but it is well to note that within recent years the principle of direct election 
has been broken frequently by one expedient or another. A feature has 
made its appearance in the power of local authorities to co-opt persons not 
elected members of their body, such as to serve on maternity and child 
welfare committees. Co-operation is, indeed, an ever-increasing feature, 
such as with distress committees under the Unemployed Workmen 
Act, 1905; pensions committees under the Old Age Pensions Acts ; 
local committees under the Naval and Military War Pensions Acts, etc. 
The principle of co-optation, as has been pointed out by Mr. John J. Clarke, 
of the University of Liverpool, seems to be influenced by the desire to 
secure services from two sources which may or may not be already 
represented by elective persons, namely, the expert and the vocational 
interest, as in the case of teachers on education committees ; and persons 
directly affected, as in the case of allotment committees. 

It is an open question whether it would not be wiser to have County 
Councils constituted as Joint Committees or Boards indirectly elected 
by the historic County Boroughs and Municipal Boroughs, and the Urban 
and Rural Districts within the County than constituted by direct election 
as at present. 

The report of the Royal Commission on the Amalgamation of the 
City and County of London of 1893 (presided over by the late Mr. Leonard 
Courtney) contains the following paragraph :— 


“‘ The Commissioners of 1854 favoured the principle of the election of members 
of the central body by delegation from the various local bodies, and this principle 
of indirect election was followed in the constitution of the Metropolitan Board 
of Works. In practice it had the advantage of keeping the central body in touch 
with the local bodies, but something of this kind may perhaps be secured by other 
means ; and as Parliament deliberately discarded the principle of indirect election 
in the Act of 1888 we think we need not further consider it. In the same Act 
Parliament applied to London the machinery provided for other Councils, with 
Councillors elected all together every third year, the constituency being a 
Parliamentary constituency within the Metropolitan area.” 


The London County Council was therefore directly elected and from 
the first became the subject of party politics ; even the aldermanic bench 
was filled mainly on the principle of the spoils to the victors. The old 
Metropolitan Board of Works did its work without regard to or con- 
sideration of party politics. 

The powers of the London County Council fall into three classes :— 

1. Those inherited from the Metropolitan Board of Works. 
2. Those transferred from the Justices under the Act of 1888. 
3. Those created by subsequent legislation. 

The main duties of the London County Council may be described 
as the performance of functions which concern London as a whole, whilst 
the duties of the Metropolitan Borough Councils are confined to services 
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of a local character. Thus the County Council looks after the main 
sewers, the Borough Council the local sewers. The County Council 
maintains the main roads; the Borough Council is the local highway 
authority. The County Council keeps up the Metropolitan commons 
and the large parks ; the Borough Council does the same with the small 
local gardens and burial grounds. The County Council makes bye-laws, 
regulations, and orders, which the local Council carry out. Thus the 
County Council makes an order for naming a street or numbering the 
houses in it ; the Borough Council affixes the name to the street and 
directs the owners to put the numbers on their doors. The County Council 
lays down the general line of buildings ; the local Council sees that it is 
observed. The County Council makes bye-laws for the prevention of 
nuisances, which the local Council enforces. 

In addition to these inter-related functions the County Council has, 
of course, specific duties that apply to the Metropolis as a whole, such as 
the Fire Brigade ; the tramways ; the licensing of theatres, music-halls, 
and race-courses, and other licensing powers ; the testing of gas, main- 
tenance of asylums and reformatory schools; and duties in regard to 
infant life protection, weights and measures, shop hours, storage of 
petroleum and explosives, and the like. 

There was in the early days of the County Council a certain jealousy 
between the new central administrative body and the local authorities, 
but this has largely disappeared. The fact remains, however, that the 
separate elections of the central and the local body have not been to the 
advantage of London government. As suggested by the Courtney Com- 
mission, some county councillors have at times made it their business to 
find a seat also on the local Council so as to keep the two authorities in 
touch. But this has been sporadic, and the consequent absence of co- 
ordination is one of the disadvantages which would have been obviated 
if the Metropolitan Borough Councils had been empowered to elect 
from amongst themselves representatives to act upon the County 
Council. 

There are in addition to the advantages of co-ordination two main 
virtues in the indirectly-elected Central Council. The first is that it 
is manned by men who have served an apprenticeship in the Local 
Council; have acquainted themselves with the machinery of Local 
Government and the requirements of their locality; have gained the 
respect and the confidence of their fellow-Councillors by their zeal, ability, 
and attention to local work ; and having the necessary leisure and interest, 
proceed to the Central Council there to voice the local opinions in regard 
to common services, to pool their experiences, and with other trained 
minds, to administer, manage, and control public services that are common 
to the whole of the constituents, who are thus brought together and 
bracketed within one common Council Chamber. 
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meeting of the Local Council. 


CONCLUSIONS 


conclusions :— 


the creation of ad hoc bodies for ad hoc purposes. 


indirectly elected. 


body. 


of one political complexion is very greatly minimized. 


The two principles can run together. 


functions. 
348 


The second virtue to be found in the indirectly elected Council is that 
its members are continually under criticism. In the case of the indirectly 
elected Councillor he can be, and often is, called to account at every 


The foregoing observations may be summarized in the following 
1. Local Government, as we know it to-day, is largely evolved from 


2. As traffic facilities increase, the local government unit may be 
enlarged and local services co-ordinated under one administrative body. 
3. Any public utility services that are required to serve a larger area 
are best met by the machinery of Joint Committees or Joint Boards 


4. The Joint Board has peculiar advantages in that it is composed 
of experienced representatives coming from the local constituent bodies 
who are subject to constant criticism by the Councils who have elected 
them. Unwieldiness is avoided and the personnel finds itself composed 
of men and women who have both the time, ability, and inclination to 
take up the particular work that falls to be administered by the ad hoc 


5. Such bodies are sheltered from the drawback of party politics, 
because the process of indirect election usually means that the person 
best qualified for the ad hoc work is chosen irrespective of his party colour, 
even though the body that elected him reflects party politics. 
the danger of these large bodies with vast and important powers being 


6. The admitted need of specialized or peculiar qualifications for 
administration, as in the case of Education, Mental Deficiency, or the 
Poor Law, can at the same time be met by the co-operative principle. 


7. The ideal therefore to be aimed at is to have strong, well-compacted 
local administrative boroughs and districts capable of being governed by 
directly elected Councils, and with the services common to two or more 
of such primary local areas being met by the ad hoc administrative body. 

8. The continual growth of Boards dealing with water supply, 
drainage, electricity, hospitals, asylums, and many other services already 
mentioned, shows that this is the right line of development, combining 
as it does all the virtues of local government based on the widest franchise 
with selected bodies derived therefrom for specialized administrative 
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APPENDIX 


THE INDIRECTLY ELECTED AUTHORITIES OF LONDON 


(a) The Metropolitan Water Board.—The Metropolitan Water Board is an 
indirectly elected metropolitan authority. 

The Water Board was constituted under the Metropolis Water Act, 1902, for 
acquiring and administering the undertakings of eight Water Companies. 

The Board consists of 66 members, of whom 14 are appointed by the London 
County Council, 5 by the County Councils of Essex, Kent, Middlesex, Surrey, 
and Herts, 2 by the Thames and Lee Conservancy, and the remainder by the 
constituent Borough Councils and Urban Councils or groups of such Councils. 
The term of office is 3 years, and the Chairman and Vice-Chairman may be chosen 
from within or outside the Board. 

The Metropolitan Water Board is one of the largest, if not the largest, municipal 
authority in the world, certainly in this country. It has a debt of over 52 millions, 
an expenditure of over 5 millions, and supplies 7 millions of people congregated in 
an area of over 526 square miles. The Board supplies in fact one-fifth of the total 
“piped supply ”’ population of the country—that is, the 35 millions of people who 
derive their water supply from the domestic tap. 

I speak with personal knowledge of the work of the Metropolitan Water Board 
and have no hesitation in saying that that work is done in an efficient and business- 
like manner by a body of men who have, as it were, been filtered through their 
local councils and are able to bring to bear practical experience and businesslike 
capacity to the solution of the difficulties attending the supply of water for such a 
vast population. Politics never enter into their deliberations. The Board and its 
Committees meet to decide business dealing with water questions in all their aspects. 
The members are subject to constant criticism by their local councils, to whom they 
are able to give an account of their stewardship first-hand whenever called upon. 

There is thus a continuous nexus between this central ad hoc Board carrying out 
efficiently a special service for the benefit of constituent authorities who could not 
individually perform the work of water supply for each relatively small iocal 
district. 

The Board was created the Water Authority for London as a result of the 
deliberations of a Royal Commission presided over by Lord Llandaff, which reported 
in December of 1899 and strongly recommended the management of the water 
supply of London by an ad hoc body, namely, a Joint Committee representing the 
Local Gvernment Board, the various County Councils, and the Conservancies. 
There has been no public demand on the part of any of the London Local Authorities, 
except the London County Council, to revise the decision arrived at by Parliament 
in 1902. 

(b) Metropolitan Asylums Board.—The Metropolitan Asylums Board is an 
indirectly elected body composed of 55 members elected for 3 years by the Guardians 
of the Metropolitan Poor Law Unions, and 18 Managers nominated by the Ministry 
of Health—that is, 73 Managers in all. 

The annual expenditure of the Board is over 43,200,000. 

The Metropolitan Asylums Board performs centralized Poor Law relief work in 
the provision and maintenance of Mental Hospitals for imbeciles; authorized 
institutions for Poor Law school children ; and since 1912, the provision and main- 
tenance of casual wards, a duty transferred from the Board of Guardians. 

It is the central hospital authority for London for the infectious sick, main- 
taining hospitals for all manner of infectious diseases. Its normal Hospital 
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accommodation is 9,060, and its accommodation for mental defectives is 8,500 
patients. The Board also provides land and river ambulance services. 

It may be remarked that there is need for some co-ordination here as the lunatic 
asylums for the Metropolis are provided by the London County Council and the City 
of London Corporation, whilst imbecile asylums are provided by the Metropolitan 
Asylums Board, and licensed houses are under the control of the Board of Control. 

There is no denying that the work of the Metropolitan Asylums Board is of the 
highest possible character. The men who compose it have undergone a training, 
so to speak, in the Boards of Guardians, and they have shown a liking for the work 
of the body devoted to this particular kind of public service. 

The Board is strengthened by the nominees of the Ministry of Health who are 
chosen for their special knowledge of the matters that come within the province 
of the Board’s administration. 

(c) Port of London Authority—The Port of London Authority is an indirectly 
elected Metropolitan Authority of a different type but framed upon the same 
principle. 

It is a Board of 28 members, who are elected by the payers of dues, wharfingers, 
and owners of river craft ; and others appointed by the Admiralty, the Minister of 
Transport, the London County Council, the City of London Corporation, and Trinity 
House. The term of office is 3 years, andthe Chairman and Vice-Chairman may 
be appointed from within or without its own body. 

The annual expenditure is over £9,500,000. 

Thus we have an indirectly elected administrative body elected by efficient 
types of elective colleges, who are thus able to build up an authoritative adminis- 
trative and controlling authority that it would be, it is suggested, impossible to 
create by direct election. 

(d) Thames and Lee Conservancies—The Thames Conservancy Board consists 
of 28 members, 4 appointed by the Board of Trade and Ministry of Transport, 3 
by the Port of London Authority and the City of London Corporation, 2 by the 
Metropolitan Water Board, and the remainder by County Councils and Borough 
and Urban District Councils or groups of such Councils within the water-shed of the 
Thames. 

The term of office of the Thames Conservators is 3 years. 

Similarly the Lee Conservancy Board is composed of 15 members elected by 
the County Councils and certain other Local Authorities within the water-shed, 
the Metropolitan Water Board, the City of London Corporation, and the barge 
owners. 

The term of office of the Lee Conservators is 3 years. 

Here again have been set up ad hoc Conservancy bodies of well-informed repre- 
sentative men elected by the Colleges directly concerned. 

It is unlikely that bodies of equal capacity could be elected by direct election at 
the polls. 

(e) The London Traffic Board.—Yet another metropolitan indirectly elected 
body have only quite recently been created for dealing with London Traffic. 

The London and Home Counties Traffic Advisory Committee set up under the 
London Traffic Act of 1924, consists of representatives of the Home Office, the 
London County Council, the City of London Corporation, Metropolitan Borough 
Councils, 6 County Councils of the Home Counties, 3 County Borough Councils, 
the Metropolitan City Policy, and the Ministry of Transport. There are additional 
members, 3 representatives of labour engaged in transport industry within the 
London Traffic area, and 4 of interests of persons providing means of transport and 
users of mechanically propelled and horse-drawn road vehicles within the London 
Traffic area. 
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Appropriate Authorities 


The term of office is 3 years. 

It will be noted that this body is at the present time advisory only, but it may 
be anticipated that the ever-increasing requirements of London traffic will require 
such a body to be in possession of co-ordinated administrative powers. 

(f) London and Home Counties Electricity District.—Electricity has already 
called for an ad hoc area known as the London and Home Counties Electricity 
District. 

This District comprises the whole of the Counties of London and Middlesex 
and parts of Herts, Essex, Kent, Surrey, Bucks, and Berks. It extends from Hert- 
ford and St. Albans in the north to Dorking and Reigate in the south, and from 
Windsor in the west to Gravesend in the east. It is almost co-extensive with, 
but a little larger than, the London Traffic area. 

Under the Electricity Supply Act, 1919, electricity commissioners have been 
appointed for promoting, regulating, and supervising the supply of electricity under 
the general direction of the Minister of Transport. 

The District covers an area of 1,858 square miles, and contains within it the areas 
of 88 authorized distributors, namely, 44 local authorities and 44 companies. 

The co-ordination of such a vast collocation of electricity areas will require a 
very strong and expert joint electricity authority. 

There is no other possible manner of handling such a problem as this, except 
on the principle of the ad hoc indirectly elected administrative authority, whose 
membership is expert and representative of the specialized constituents. 

(g) The Dawson Report of 1920.—Reference should be made here to the Dawson 
Report in 1920, which the Consultative Council on Medical and Allied Services 
(then newly established under the Ministry of Health Act) presented to Dr. Addison 
(Cmd. 693 ; 1920). The Dawson Report contemplated the organization of health 
administration in England by means of groupings of ‘‘ primary ”’ and “ secondary ” 
health centres. The primary centres were to be the smaller towns wherein the 
health services and activities of their own districts would be gathered together 
under the supervision of staffs consisting of general practitioners. The secondary 
centres were to be the larger towns big enough to contain adequate equipment and 
an efficient staff of consultants and specialists. Preventive and curative medicine 
were to be brought together in each case. Certain supplementary services were 
to be correlated—tuberculosis sanatoriums, convalescent centres, institutions for 
the feeble-minded, mental hospitals, infectious diseases hospitals, epileptic colonies, 
and so on. 

The Dawson Report might well be resuscitated for maturer consideration. 











The Finance of 
Publicly Owned Utilities 


in Relation to the General National Finance 


By R. G. HawrrRey 
Assistant Secretary, Treasury 


PUBLIC utility may be defined as a service in which a tendency 
to a local monopoly necessitates the intervention of a public 
authority to defend the interests of the consumer. 

This definition excludes a service like the police, which is itself an 
exercise of public authority, and it likewise excludes one like education, 
where the intervention of a public authority is not due to any monopolistic 
tendency. 

A public utility undertaking nearly always involves heavy capital 
expenditure. It is this, or at any rate heavy overhead charges, from 
which its monopolistic character arises. If heavy overhead charges 
were not involved, the service could usually be duplicated without 
serious waste. 

In the case of the carrying of letters, if an adequate transport system 
be supposed already in existence, the overhead charges are mainly for 
the organization and not for capital. For a telegraph or telephone 
system they are both for organization and for debt charges in respect of 
the capital outlay. 

It would be so wasteful to have two separate postal organizations, 
that if they existed in any region they would almost certainly amalgamate. 
Once amalgamated, they would be in a position to impose exorbitant 
monopoly charges upon the public, and it is to prevent this that the 
State institutes a postal monopoly in its own favour. 

A public monopoly is not the only possible method of preventing 
exploitation. Excessive charges may be prevented by a judicious 
regulation of a privately owned company conducting a public utility. 
Charges may be limited by law, and the company may then be left to 
make what it can out of the enterprise. But our present subject is the 
finance of publicly owned utilities, to the exclusion of those which are 
privately owned and publicly regulated. 

If public ownership is a method of preventing the abuse of a mono- 
poly, the natural financial policy to adopt would be to fix charges, as 
nearly as may be, at the level to which free competition would have 
brought them, had there been no opportunity for a monopoly. This 
solution, however, is based on hypothesis, and does not always give 
unequivocal guidance. Its indeterminateness is due not wholly to 
practical uncertainties but partly also to theoretical difficulties. 
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Finance of Public Utilities 


Under competitive conditions every successful concern must yield 
at least enough to cover the remuneration of those whom it employs, 
and the rent and interest of the land and capital it uses. But that is not 
all; in addition, it must yield profit to the trader or entrepreneur, who 
originates it and takes responsibility for it. Economists commonly 
analyse profit into interest, compensation for risk, and remuneration of 
management. Interest we have already excluded, and payment for 
risk may be put with interest as a part of the essential cost of the use of 
capital. What is left is profit in a narrow sense ; it is confined to what 
the economists class as remuneration of management. That description 
may be defended in that the trader does obtain his profit by managing his 
business, but that does not mean that it is proportioned to his efforts or 
his skill. 

In any trade or industry the rate of profit must tend to be such as to 
secure a reasonable income for the smallest trader engaged in it. Those 
who cannot obtain a reasonable income will drop out, and no one who 
cannot see a prospect of a reasonable income will come in. The rate of 
profit will just not be so high as to offer an unduly liberal income to a 
new-comer, in comparison with what he could get in alternative trades or 
occupations with his capital and business qualifications. The same rate 
of profit which yields a reasonable income on the turnover of a small 
trader will yield an inordinately large income on that of a trader on a 
very large scale. 

The rate of profit thus depends on the character of potential competi- 
tion, and as openings in different trades offer themselves as alternatives 
to new venturers, the rates of profit in different trades tend to be in 
equilibrium. They are not exactly equal to one another, but any in- 
equalities that do not depend on some real difference in conditions tend 
to be smoothed out. Theoretically, therefore, there should be a pre- 
dominant or normal rate of profit, and if that were so it ought to be 
possible to apply that rate to a public utility enterprise. 

That in practice the rate of profit varies widely should not by itself 
prevent us from arriving at a tolerable estimate of an average or normal 
rate of profit. But there is a more fundamental difficulty. In any trade 
which is exceptionally heavily capitalized and composed of very large 
units the normal process by which profit is determined breaks down. The 
rate of profit on turnover must be sufficient to yield the proprietor of the 
smallest concern a reasonable income over and above the interest on his 
capital and compensation for risk. The bigger the smallest concern 
the lower should be the requisite rate of profit. But then the mere fact 
that a large capital is needed will limit the field of potential competitors, 
and enable those in the trade to gain a high rate of profit. In fact, it is 
not possible by a hypothetical estimate to disregard the element of 
monopoly ; the conflict between two contrary tendencies leaves the rate 
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of profit indeterminate. The upshot is that if we adopt the principle of 
reproducing as closely as we can the conditions of free competition, we 
still find ourselves free to fix charges that will do very little more than 
cover interest and depreciation, or alternatively charges that will yield 
a handsome net revenue. Our decision can only be based on expediency. 

Expediency once admitted as the test, there is no reason why the 
solution of the problem should be limited by the condition that interest, 
depreciation, and overhead charges should be covered. In practice there 
are several kinds of public utility enterprises which either are run at a 
loss or even supply benefits to the public entirely without charge. And the 
nature of the charge sometimes approaches closely to that of a tax. 
A water rate which does not depend on the amount of water used is almost 
indistinguishable from a tax, and is very similar in principle to a tax 
on motor-cars for the upkeep of roads. These are cases in which a direct 
charge to the consumer for services rendered is either impracticable or at 
any rate inconvenient, and the choice left is between a special tax or 
the general revenues of the authority responsible for administration. I 
propose to restrict the present paper to those cases where a direct charge 
to the consumer is practicable. These include the supply of communica- 
tions, light, power, and practically all forms of transport except the use 
of roads by pedestrians and private vehicles. 


Whenever an undertaking is supplied by private enterprise, the pre- - 


dominant motive is profit. But when it is supplied by a public authority, 
the primary purpose is to benefit the public, and this purpose requires 
that the greatest possible use should be made of the facilities offered. 
The lower the charges, the greater will be the use made of the facilities. 
But that does not mean that the charges should be made so low that 
a further reduction would not elicit any further demand. In the first 
place the maximum demand might exceed the capacity of the existing 
organization and equipment, and charges must clearly be kept up high 
enough to prevent that occurring. Secondly, charges ought to be kept 
up to the point at which they cover prime cost. Prime cost is dis- 
tinguished from overhead charges in that it grows with the volume of 
business, while overhead charges remain substantially unchanged. The 
border line between them is never very exact, but the principle is clear 
that, whereas an inadequate use of the facilities represented by the over- 
head charges is pure waste, prime costs are not incurred at all unless 
required. Suppose that the overhead charges for a telegraph system, 
including interest, depreciation, and minimum organization, are £500,000 
a year, that the capacity of the system is 40,000,000 messages, and that 
the prime cost is Is. a message. It may be that a charge of 2s. a message 
would result in 10,000,000 messages being sent, Is. a message in 25,000,000, 
and that the charge would have to be reduced to 6d. in order that the 
system might be used up to its capacity of 40,000,000. At 2s. the excess 
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Finance of Public Utilities 


of Is. over prime cost would yield just enough to cover the overhead 
charges, but three-quarters of the overhead charges would be producing 
no benefit at all. At 1s. the whole of the overhead charges would be 
falling on the taxpayer, but the public would be gaining the additional 
benefit of 15,000,000 messages. The £500,000 that might have been 
derived from an extra shilling on 10,000,000 messages is not thrown away, 
but is merged in the “‘ consumer’s surplus ”’ of those senders who would 
have been willing to pay 2s. for their messages if required. 

On the other hand, if the charge is reduced to 6d., the additional 
15,000,000 messages cost the State 1s. each, while the benefit to the 
senders is less than 1s. The additional effort expended exceeds the 
benefit conferred, as measured by market price. It cannot be assumed 
that this is in all cases undesirable. There may be benefits which are 
not adequately measured by market price. We have State-aided educa- 
tion because the value of education as an element of welfare is not ade- 
quately measured by the pecuniary demand for it in a free market. But 
there may also be indirect economic advantages in the narrowest sense. 
Cheap telegrams, for example, may encourage the use of transport and 
marketing facilities, and conduce to the transaction of business generally. 
But the presumption is against the State selling services below prime cost, 
and a special case requires to be made out to justify it. 

It would be a mistake to suppose that all capital charges must be 
regarded as overhead costs. When the existing plant and equipment 
are being used up to capacity, they can be extended at the cost of further 
capital expenditure. Such extensions are justifiable when the potential 
demand has reached such a pitch that the additional interest and deprecia- 
tion could be covered if a suitable scale of charges were imposed. But the 
additional capital once installed, it does not follow that the actual scale of 
charges ought to be that which will cover interest and depreciation. A 
lower scale of charges calculated to elicit a fuller use of the new capital 
might be desirable. 

Thus as demand grows the policy of capital extensions and the policy 
of charges to the consumer are closely related together. Overhead charges 
cannot fall below a certain minimum necessary to carry on an efficient 
service at all, but they can be expanded far beyond this minimum. 
Once they are expanded to a level at which the use of the facilities up to 
capacity can only be secured by fixing the charge to the consumer at 
an unremunerative rate, the decision of policy has already been taken, 
and recourse to the taxpayer for a contribution towards interest and 
depreciation can only be avoided at the cost of wasting a part of the value 
of the system. 

For a system which is in any case employed up to the capacity of its 
minimum overhead costs, there is a free choice as to the scale of charges 
to the consumer. An addition to the charges is practically indistinguish- 
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able from a tax. A public utility service, for which in any case the con- 
sumer is paying the State, is a peculiarly convenient subject for taxation, 
for the cost of collection is 27/._ But while due allowance must be made for 
this advantage of convenience, such an exaction must in other respects 
be considered on the same basis as any other tax. The alternative to it 
is indeed some addition to taxation in other directions. 

In viewing the profit on a public utility service as a tax, two things 
particularly need to be considered, (1) the equity of the distribution of 
the burden, and (2) the discouragement of consumption. 

The former is not in general of decisive importance, because the 
burden can be fitted into the general scheme of taxation. To some 
extent at any rate the other taxes can be so chosen as to make the total 
burden on any class on the whole equitable. But this is not invariably so. 
For example, it may be that certain indirect taxes are thought necessary 
on social, sumptuary, or commercial grounds, and that they already impose 
the maximum desirable burden on the classes which would pay any 
additional charge for the public utility service in question. Or this 
additional charge may by itself put a burden on some specially distressed 
or destitute classes greater than the maximum tax burden which it is 
desired to place upon them. 

There may, also be a real difficulty in deciding just what is the 
incidence of the charges. Most public utility services are used both by 
consumers for their direct enjoyment, and also by traders for business 
purposes. The traders may be assumed to pass on the burden to the 
consumers of their products. It is not easy to say what is the incidence 
of the burden represented by a profit on letter postage. So far as it is 
obtained from personal letters, it falls on the writers, but the cost of 
business letters is reflected, rather like a turnover tax, in slight increases 
of prices obtained for innumerable transactions. Much the same might be 
said of railway charges, of harbour dues, or of the cost of heat or light. 

As to the discouragement of consumption, the extent of the dis- 
couragement depends on the elasticity of demand for the service produced. 
The greater the elasticity, the more consumption will decline for a given 
rise of price. The greater the elasticity, therefore, the greater the dis- 
turbance. On the other hand, great elasticity is itself a sign that people 
are willing to dispense with the product, either because it is non-essential, 
or because substitutes are to be had, or because they have been accustomed 
to waste it, or for some other reason. In general, the mere fact that it 
has been thought necessary to place a public utility service in the hands 
of a public authority, in order to protect the consumer against a possible 
monopoly, is evidence that the service rendered is of a kind not easily 
dispensed with. To that extent the demand is likely to be somewhat 
inelastic. But this inelasticity may be characteristic of a part only of the 
demand, and a cheap supply may elicit a demand in a different direction, 
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Finance of Public Utilities 


which is highly elastic. For example, the demand for railway facilities 
for business purposes between two places may be so vital as to be very 
inelastic, while if fares are moderate there may be in addition much 
travelling for pleasure and for non-essential purposes, for which the 
demand is very elastic. For the sake of the former it may have been 
desirable to protect the travellers against exploitation by a monopoly, 
and yet on account of the responsiveness of the latter the demand for 
railway travelling as a whole may be elastic. 

Where demand is inelastic, the disturbance due to an impost may be 
the less, but such disturbance as there is would probably be the more 
burdensome. If the purpose of public ownership and management is to 
save the consumer from extortion, is it not stultifying to use the public 
monopoly itself as a means of extracting money from him ? 

No uniform rule can be laid down. There may be a wide range of 
charges between those which yield no profit and those which are to be 
classed as extortionate. If the question of the incidence of taxation upon 
different classes of the community be assumed to have been satisfactorily 
dealt with, the harm done by excessive charges is to be looked for among 
the people who have to do without the service. High charges for postage 
or for travelling may inflict a great hardship on poor people who want to 
communicate by letter or visit with friends or relations, and to whom the 
charges are prohibitive. A judicious adjustment of charges to varying 
circumstances may reduce such hardships to a minimum ; for example, 
a limited number of cheap excursions may make occasional distant visits 
possible to very poor people. 

As we have seen, no determinate rate of profit can be assigned as 
normal to enterprises of the type classed as public utilities. Nevertheless, 
it is reasonable that there should be some profit, and that it should be at 
a rate in proportion to turnover comparable to that commonly looked for 
by private traders. So long as it is not excessive as measured by that 
test, the burden on the consumer can hardly be regarded as a tax at all. 

If a public utility concern is publicly owned, the authority which owns 
it must be responsible for raising capital for it when necessary. To issue 
loans secured on the assets of the undertaking, without any guarantee 
from the authority, would be to give the bondholders some of the 
responsibilities of owners. And in case of default the position of an 
authority responsible for management and yet without any pecuniary 
liability outside the undertaking would be extremely anomalous. In 
general, therefore, the managing authority would raise capital on its own 
credit. The need for raising capital supplies an additional reason for 
securing a margin of profit. Traders’ profits are the main source of 
investible savings ; a trader endeavours to provide for the capital needs 
of his own business as far as he can out of his profits, and any disposable 
surplus (after providing for his personal expenditure) he invests elsewhere. 


357 











Public Administration 


Public utilities are more heavily capitalized than most businesses, and 
cannot be expected to provide for the whole of their capital extensions 
out of profits. But if they adjust their charges so that they make no 
profits, their borrowings become an uncompensated burden on the capital 
market. It may be admitted that all that is really required is an adequate 
sinking fund, which can be provided from general revenues. But there 
are obvious advantages in obtaining the necessary funds from a profit on 
the undertakings in which the capital is invested, and this is an approxima- 
tion to the conditions of private enterprise. 

If the profit on public utilities is to be regarded as a kind of tax, and 
if their capital requirements are to be met by the pledging of the public 
credit, it necessarily follows that their finances must be regarded as a part 
of the budget. In some countries a great parade is made of the separation 
of public undertakings from the budget. If separation means no more 
than the carrying of any profit or deficit to a special account, it is a sham. 
If it means that all surpluses and deficiencies are to be corrected by 
reductions and increases of charges, and that all accumulated funds are 
to be spent on the undertaking, then separation is a reality, but it 
imposes on the public a financial policy which may well not be the most 
desirable. 

Moreover, it is not easy in practice to maintain an exact balance 
between expenditure and revenue. If deficiencies are avoided, there are 
bound to be surpluses, which, if not merged in the budget, are likely to 
be wastefully spent. 

Separation is advocated as a way of escape from the financial control 
of the Government. It is not that financial control can be dispensed with 
altogether, but a different kind of financial control is desired, one directed 
to the prosperity of the undertaking. 

This is a radically false idea. In everything that the Government 
does the public interest as a whole must be the paramount consideration. 
If the financial control exercised from this point of view is short-sighted, 
that is not because there is any real conflict between length and breadth 
of view; it must be because the financial control is not wisely 
administered. If the public interest is best served by lavish capital 
expenditure or by the taking of risks, then financial control ought to 
permit such measures. But that does not mean that lavish capital 
expenditure on a public utility undertaking is to be regarded as in the 
public interest because it will produce a high future yield, without regard 
to other conditions. At a time, for example, when the country is 
threatened with grave financial embarrassments the harm done by an 
avoidable encroachment on the resources of the capital market may far 
outweigh the benefits anticipated. During the war it became urgently 
necessary to economize on civil expenditure. The Post Office accounted 
for a very large part of this expenditure, and it was found that the only 


358 

































Finance of Public Utilities 


way in which any appreciable saving could be effected on this service was 
by raising charges and curtailing facilities, so as to diminish the work to 
be done, and by cutting short capital expenditure. War is of course an 
exceptional emergency, but unfortunately the financial embarrassment 
which follows war is not. Up to the present time, it has throughout 
history been found difficult to live down the financial consequences of 
one war in time to be ready for the next. If war can be once and for all 
eliminated from human existence, the financial problems of Government 
will be completely transformed, but even then an enlightened financial 
policy will demand a careful allocation of the resources of Government 
among the innumerable purposes to which they might be applied. 








The Finance of 
Publicly Owned Utlities 


in Relation to the General National or Local Finance 


By C. W. Hurcoms, C.B., C.B.E. 
Principal Assistant Secretary, Ministry of Transport 


gg questions connected with public administration have been more 
ardently discussed than the public ownership of public utilities 
and the regulation of such utilities in the public interest when, for political 
or other reasons, public ownership is held to be unnecessary or undesirable. 

The first of these problems, the limits of public ownership, is largely 
a political problem, and outside the scope of our conference. The 
second problem, the regulation of privately owned utilities, receives 
separate treatment in the first series of the papers which are presented 
tous. Iam asked to deal with utilities of which the ownership is in fact 
vested in the community, and to examine the principles which should 
properly determine the relations between their finance and the general 
public finance. The topic specially allotted to me can, however, be further 
narrowed down, since other papers in this series will deal primarily with 
public utilities locally owned. 

And as Mr. Hawtrey will presumably approach our common topic 
of the relations between the finance of nationally owned utilities and the 
general national finance from the angle of the central Treasury, I shall 
probably best serve the purpose of our discussion if I attempt to present 
the point of view which might be taken on behalf of such undertakings 
themselves. 

I have hitherto employed the useful but somewhat abstract term 
“ public utility ’’ without defining it. I employ it to denote an enter- 
prise or activity undertaken in order to supply the citizens with an 
essential commodity or service in universal demand at a price, and at a 
price which will ordinarily bear a reasonable relation to the cost of pro- 
ducing the commodity or providing the service. 

A service which is rendered free of charge—such as defence and pro- 
tection, or a minimum of national education—is not a public utility in 
this sense. And if, for example, it were decided as a matter of public 
policy to supply the community with free postage or free gas as well 
as with free air, that supply would not be a public utility within the 
scope of this paper. When a utility is provided free of charge or at a 
merely nominal charge, the nature of the control which the custodians 
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Finance of Public Utilities 


of the national finance would be entitled and expected to exercise must 
be different from that appropriate to the control of an undertaking of 
a commercial or quasi-commercial character. 

I have in mind, then, such undertakings as Posts, Telegraphs, Tele- 
phones, Railways, Tramways, Canals, Docks and Harbours, and other 
agencies for providing and selling communication and transport and the 
more strictly trading activities of States, such as the ownership of shipping 
or mines, 

Usually the service which the State itself undertakes to provide on 
the ground that there is a public interest in its supply is by nature a 
monopoly or quasi-monopoly. In these spheres competition would be 
wasteful, uneconomic, and in the long run extravagant from the point 
of view of the consumer or user. Having assumed the monopoly in order 
to protect the user against excessive charges, and to ensure that he 
obtains reasonable facilities, the State can, if it chooses, treat the utility as 
a department of government, subordinate its administration to inappro- 
priate forms of control, and render its finances entirely subservient to the 
convenience of the national Exchequer, regardless of the proper develop- 
ment and requirements of the utility itself. The State may exploit 
the monopoly and starve the service; it may subsidise the service 
and through defective accounts obscure the extent to which it does so. 
Governments which find themselves possessed of public utilities may 
resort and have resorted to such mistaken methods, but they are not 
bound to do so nor are Government Departments necessarily and always 
incompetent, stupid, and perverse in their conduct of commercial 
businesses, as critics often too rashly assume. Yet it must be admitted 
that relationships between State-owned utilities and the national finances 
have prevailed, in some notable instances, with results which challenge 
the correctness of the relationship itself and make it worth while to inquire 
what the respective powers and functions of such undertakings and the 
national Treasury should be in regard to the basis of the charges to be 
levied for services rendered, in regard to the expenditure of the under- 
taking, and in regard to its general conduct and control. 

Though examples of public utilities which are owned by the State 
in many, if not most, modern countries, will readily occur to the mind 
of every one, I have not found, and have not been able to compile, an 
exhaustive list. It would, I venture to suggest in passing, be a useful 
contribution to the study of public administration if some member or 
associate of this Institute were to draw up such a list, in which would 
appear both the nature of the undertakings publicly owned in various 
countries and a note of the precise relationship in which they stand to 
the main machine of Government. 

A classic instance of the effects of the complete subordination of the 
finances of an industrial undertaking to the changing exigencies of 
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national finance is that of the Indian railways. The scale upon which 
this scheme of administration was applied and the relief into which its 
operation was thrown by the War would have made the Indian railways 
in any case a natural starting-point for inquiry. An additional reason 
for selecting the working of this system for detailed examination is that 
it attracted the attention and engaged the pen of Sir William Acworth, 
who was a steady and successful advocate of the policy of giving the 
utmost possible degree of independence to State-owned railways, not only 
in India but in many other countries. 

In the report of the Indian Railway Committee, 1920-25, of which 
he was Chairman, a careful analysis is made of the results of extreme 
subordination and an alternative scheme of administering railways under 
State-ownership is outlined. The Committee found scores of embargoes 
in force all over the country, affecting all classes of traffic and many of 
them of long standing. Congestion had become normal and was likely 
to become permanent. These defects were found by the Committee to 
be due “ primarily to the failure of the Government to provide the 
railways with adequate funds for capital expenditure on development 
and extensions, and even for the essential operations of renewal and 
repairs. These are the inevitable results of a paralysing system which 
has not been adapted and developed to meet the requirements of what is 
essentially a commercial enterprise of the first magnitude.”’ General 
agreement existed in India as to the nature of the remedy, and the Com- 
mittee came independently to the conclusion that the basis of reform was 
the “‘ complete separation of the railway budget, in respect both of capital 
and revenue, from the general budget of the country.”’ 

The Indian Budget, like our own, is simply a cash statement, and 
unspent appropriations lapse. In this Budget the Railway receipts 
(gross) were nearly half as large as all other items of receipt put together, 
and were more variable than the other items because they depended 
upon harvests and fluctuations of trade. Their working expenses 
amounted to about one-quarter of the total Government expenditure. 
Now the Budget has to be balanced, and the process is thus described :— 


*‘In times of bad harvests and bad trade receipts fall off. The Finance 
Member is constrained to economize. He cannot reduce the army or the civil 
services wholesale at short notice. Nor can he refuse to pay railway wages or 
to provide currently consumable stores. He can and does curtail his appropria- 
tion to railways for renewals and betterment works. And he cuts down still 
more drastically expenditure on new works and extensions even though they may 
be in process of execution. .. . 

“The effect of this policy of inadequate allotments, varying irregularly up 
and down from year to year, would have been bad enough in any case. But it 
is made worse when, as not infrequently happens, the allotment is suddenly cut 
down during the currency of the year to which it relates, and works in progress 
are suspended, staff are disbanded at a moment’s notice, and materials are left 
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lying on the ground for an indefinite period. An almost equally bad effect is 
produced when late on in the year, the general financial position having un- 
expectedly improved, the Finance Member with equal suddenness lifts his hand 
and thus encourages the railways to spend more freely. For then, in fear of the 
guillotine of ‘lapse’ which must descend on the 31st of March, in eager haste 
the railway officials start to spend, with inadequate staff and hurriedly collected 
materials, the money unexpectedly thrust upon them.” 


The effect of this hand-to-mouth finance must be disastrous upon a 
continuously going concern, which, for its maintenance and development, 
requires a carefully thought-out programme of expenditure upon both 
capital and revenue account for many years ahead. And so it proved 
to be. Instances are quoted in which the Railway Board instructed a 
great company to proceed at short notice with the construction of an 
extension up to the limit of five lakhs of rupees, and added: “ There is 
no expectation at present of any money being available for this line in 
next year and work may have to be temporarily suspended.’ In another 
instance, where the protracted delay in completing a new line was by 
no means wholly due to the War, no less than Rs. 14 crores out of a total 
cost of Rs. 4? crores will represent interest on capital which lay unremuner- 
ative during construction. In yet another case Rs. 43 lakhs’ worth of 
rolling stock ordered from England was rendered idle for want of about 
Rs. 8 lakhs for the cost of erection in India. 

The complications of the actual machinery and procedure under which 
these results were possible do not require description here. I am con- 
cerned rather to point out that the basis of the system was that railway 
estimates were largely shaped and varied by considerations extraneous 
to the conduct of railway business. In the words of a previous (the 
Mackay) Committee, 


“the whole arrangement works back to the fundamental principle that the 
Government of India provides as much money in each year as it possibly can, 
all things considered, for expenditure on railways, and distributes that money 
in the way which it conceives to be most advantageous for the country as a whole.”’ 


Now, is that a fundamental principle, and, if it is selected as the corner- 
stone of the building, is a sound structure likely to arise? In the view 
of the Acworth Committee such an assumption 


“confuses two different things: the functions of the Government as a Govern- 
ment, and the functions of the Government as the owner of a great commercial 
undertaking. A Government as a Government always has before it many 
objects for which it would gladly spend money were the money available. No 
one will question that the expenditure of large sums on, for instance, sanitation 
and education would be greatly to the benefit of the people of India. Neither 
of these services are, however, directly remunerative. Their cost can only be 
met by taxation. The question for the Government is whether, especially having 
regard to the attitude of the taxpayer, the object is so essential and so urgent 
as to justify the imposition of new taxation.” 
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With a railway or similar concern, it is different. 

“It is merely a question of allowing the railway undertaking to finance its 
own requirements out of its own resources and at its own time. There has been 
no need for many years past to call upon the taxpayer to come to its assistance. 
On the contrary, year after year the railway revenues have been applied for his 
relief. 

“To say, as the Mackay Report does, that the Government provides such 
money as it possibly can is to confuse the issue. Had the Railway Budget been 
separate from the general Budget when that Report was written, there would 
have been no difficulty in providing all the money the railways needed on terms 
which would have secured for them a handsome profit after payment of interest 
on the loan. And its provision would have done nothing to check, would indeed 
have done much to promote, the growth of the ordinary revenue of the 
Government.” 1 

When expenditure was postponed, the relief was taken to the tem- 
porary advantage of the general expenditure of the Government and 
no adequate amount was set aside for the use of the undertaking itself, 
as would normally occur with a well-managed and distinct commercial 
concern. Similarly surplus revenues earned in prosperous times were 
wholly absorbed into the general revenues and not applied or earmarked 
for the purposes of the undertaking. As renewals fell due, the revenue 
of the year was unequal to the burden, and with the results which the 
Committee found. The effects of such a system were inevitably thrown 
into high relief by the rise in prices due to the War, but they were inherent 
in the system itself. 

The Committee considered that the essence of reform was contained 
in two things : 

“ (1) The complete separation of the Railway Budget from the general Budget 
of the country, and its reconstruction in a form which frees a great commercial 
business from the trammels of a system which assumes that the concern goes 
out of business on each 31st of March and recommences de novo on the ist of 
April; and (2) the emancipation of the railway management from the control 
of the Finance Department. The primary function of any such Department is 
to reduce to a minimum expenditure in order to keep at the minimum the 
corresponding taxation. Its officials are not qualified either by training or 
experience to judge the essentially commercial and technical question where 
and when the circumstances of a railway undertaking justify bold expenditure 
of large sums, having regard not merely to the actual conditions of the physical 


machine at the moment, but to the prospects of development and the require- 


ments of the future.’’ 2 


How was this reform to be carried out ? The Committee disclaimed 
the idea that the railway organization should be independent in the sense 
that it should be made an imperium in imperio. The Indian Government 
owned the railways and must, therefore, control them—and this holds 
good of all State-owned undertakings—but the control should be exercised 
in an appropriate manner. In outline, the Committee proposed that the 


1 Paras. 59 and 60. 2 Para. 58. 
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railways should have a separate budget of their own (to be submitted to 
the Legislative Assembly by the Railway Member as an annex to the 
general Budget), and assume the responsibilities for earning and expending 
their own income. Having met their liabilities to the holders of their 
capital, they should themselves regulate the disposal of the balance, 
whether to new capital purposes, to reserves, or to reduction of charges 
and improvements in service. 

The railway would be responsible for its own administration, fix 
scales of pay and conditions of service for its own staff, prepare its own 
programme of work and expenditure, and within the limits of its Budget 
as approved by the Government and Legislative Assembly carry it into 
effect, remaining subject to control on broad questions of policy and the 
major questions of finance, on which policy must depend. 

Substantially, effect has been given to the spirit of these recommenda- 
tions under an ingenious scheme the details of which merit attention. 

The change is described in the following extract from the Report 
by the Railway Board on Indian Railways for 1924-25 : * 


“The most notable event of the year was the acceptance by the Legislature 
of the scheme for the separation of railway finance from the general finances of 
the country. . . . The new procedure has already resulted in a definite improve- 
ment in the railway outlook, and while the general revenues are now assured 
of a stable annual return from railways, the Railway Board is enabled to carry 
out a continuous policy of improvements based on the responsibility for obtaining 
a fixed dividend coupled with an assurance of adequate funds for any operation 
which will secure such dividend. They have the further security that surpluses 
will be available for railway purposes and particularly for building up reserves 
and a depreciation fund.” 


The separation of railway finance from the general finances of the 
country was settled in detail upon the basis of a resolution by the Legis- 
lative Assembly.” The terms of its preamble are noteworthy : “ In order 
to relieve the general budget from the violent fluctuations caused by the 
incorporation therein of the zailway estimates and to enable the railways 
to carry out a continuous railway policy based on the necessity of making 
a definite return to general revenues on the money expended by the 
State on railways, the Assembly recommends,” etc. The definite annual 
contribution to general revenues was fixed at one per cent. on the 
capital at charge on commercial lines with an addition of one-fifth of any 
surplus profit. This contribution constitutes a first charge on net receipts. 
The remaining surplus profits are transferred to a Railway Reserve, but 
if the amount available for transfer after payment of the stated contribu- 
tion should exceed in any year three crores of rupees, one-third of the 
excess over three crores accrues to general revenues. The railway 


1 Vol. I. para. 2. — 
2 In Appendix C. to this report appears the resolution adopted by the Legislative 
Assembly on 20th September, 1924. 
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reserve is earmarked for payment of the fixed annual contribution, arrears 
of depreciation, writing capital down and off, improvements or reductions 
of rates. 

The estimates of railway expenditure are discussed with the Standing 
Finance Committee for Railways prior to the discussion of the demands 
for grants. The contribution to general revenues being fixed, there is 
no longer the same necessity for keeping the Budget secret, and it is 
introduced separately and in advance of the general Budget by the Rail- 
way Member. One result of the change in procedure is that adequate 
discussion is secured. 

It will be seen that this scheme provides not only fora full return to 
the State upon the capital which it has invested in commercial railways 
(interest on capital and losses on working of strategic lines are borne by 
general revenues), but for a substantial fixed additional contribution to 
general revenues, and, thirdly, for a share in any further surplus revenues 
which may accrue from exceptional prosperity. 

This Indian Report, with the scheme of reform which grew out of 
its recommendations, contains so much by way of warning example, 
carefully devised remedy and interesting “ dicta ’’ that I have dealt with 
it at some length, at the risk of delaying upon familiar ground. 

Many of its ideas were not essentially novel even in India itself,’ 
and in some other countries they had been already translated into practice. 

The original scheme for nationalizing the Prussian railways provided 
for a separate railway budget, but this was not effected, and the railways 
were treated as the “ milch cow”’ of the Treasury, who were able to 
control large non-voted revenues. When, however, with the Prussian 
example before them the Swiss nationalized their railways in 1908, the 
Purchase Act provided for separate railway accounts and enacted that 
railway earnings should be devoted only to railway purposes. Any 
surplus after meeting working expenses, interest, and sinking funds is 
so devoted. Any deficit is borne by the State, but the control of railway 
tariffs is reserved to Parliament as is the control of capital issues and the 
voting of the railway budget. 

In Japan, since 1909, the railways have a separate capital account, 
against which all loans for railway purposes are charged, and railway 
profits after meeting capital charges are devoted to extensions and 
improvements. 

In South Africa, the Act of Union provided that the amalgamated 


? 


1 In a minute dated the 18th of February, 1900, Lord Curzon had written :— 

“The system under which our railways are now financed seems to me to be a faulty 
system, and to be fatal to development at the very time when development may be most 
needed. As long as the system continues, the Finance Department have no alternative 
but to adopt the attitude, e.g. that they have done with reference to next year’s pro- 
gramme. But neither their orthodoxy nor the stern compulsion of immediate facts make 
me any more in love with a system which renders our railway policy wholly subordinate 
to the exigencies of our general position.” 
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railway system should be so worked that its gross receipts should not be 
more than sufficient to cover working expenses, reserves, and interest 
on capital. Any surplus goes towards improving facilities or reducing 
rates, and if a deficit occurs, rates and charges are to be increased to cover 
it. The cost of “ political ’’ extensions or facilities which may be held 
by the Railway Commissioners and the Auditor-General not to be com- 
mercially justifiable may be thrown upon votes. Australia keeps separate 
the Railway Budgets, and the Canadian National Railways also have 
separate accounts and have been reorganized on a ‘‘ Company ”’ basis. 
Since the War, some striking developments have taken place in Europe. 

In Sweden a report was presented in 1924 by a Socialist statesman 
(subsequently Prime Minister) in favour of commercializing the State 
Railways on the following lines: The management should be made 
independent of the political administration ; no profits should be made, 
but railway receipts should cover the “ economic costs’’ including 
interest on all capital invested ; wages should be adapted to wages ruling 
on the market, high salaries, corresponding to those offered in private 
business, being given to leading directors. 

An important step in the financial reconstruction of Austria was the 
adoption of a series of recommendations made by Sir W. Acworth and his 
colleague on the lines of the Indian Report and, again under Acworth’s 
influence, the German State Railways were completely reorganized as 
part of the Reparations scheme. 

The German railway system, consisting before the War of seven 
separate State-owned undertakings which were subsequently amalga- 
mated, has been converted into a Company with a separate capital and 
made independent of the Reich. 

This Company (the Deutsche Reichsbahn-Gesellschaft), now the largest 
railway undertaking in the world, has to furnish a large part of the total 
payments to Reparations, including a Transport Tax of 7 per cent. on 
freights and from Io per cent. to 16 per cent. on fares, and still must 
balance its budget. It is given control of its expenditure and (subject 
to Ministerial approval) of its tariffs. Its chief difficulty at the moment 
is in obtaining money for improvements and new construction, which 
have had to be met out of income. 

A peculiar feature of the Company’s finance is the establishment of 
a special banking firm—the Verkehrskreditbank—to work in conjunction 
with the Company under the direction of the railway directors. To-day, 
when the Reichsbahn alone is responsible, the business of raising capital 
at the right rates and moment is naturally a more delicate and complicated 
transaction than it was when the railways were under the management 
of the State, and the Exchequer was always there to make advances as 
estimates of expenditure were approved.’ 


1 Dr. Baumann, Modern Transport, 22nd May, 1926. 
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It will be seen that the practice of freeing the financial administration 
of State-owned railways from the fetters of too complete a subservience 
to the national finance is widespread. Indeed, it may almost be 
said that examples of the system of “ intermingled ”’ railway finance, 
to employ General Hammond’s convenient term, are now only to be found 
in the practice of our colonial administration. There, with one important 
exception, railway receipts and expenditure are still merged in the general 
finances of the Colony as closely as, for example, postal services. This 
practice is no doubt rather traditional than deliberate, and there have 
been claimed for it the advantages of simplicity, in countries where such 
services are not on a large scale, and where the fiscal system is not highly 
developed, and of facilitating, in new countries and for new enterprises, 
the raising of capital. 

These claims, even if justified, do not answer the objection that the 
proper upkeep and improvement of the undertaking are made dependent 
on the other necessities of the Colony and on the General Manager’s ability 
to secure the allocation of funds sufficient for his requirements in the 
general scramble. 

The outstanding exception to the general Colonial rule is that of the 
Uganda Railway (now the Kenya and Uganda Railways). On comple- 
tion in 1902 the administration of the line was handed over to the East 
Africa Protectorate (now Kenya), and its net earnings were devoted to 
the reduction and ultimate extinction of the Imperial grants in aid of 
the Protectorate revenues. Very little was provided for renewals or 
betterment, and up to 1914 the need for renewals was not much felt. 
During the War no renewals were possible, and the need for them was 
greatly increased by the heavy traffic of the War years. 

Before the War, it had been represented strongly that, as Uganda 
provided a very large proportion of the traffic, some part of the revenue 
earned should be paid to Uganda, but no arrangement satisfactory to 
both had been found. After the War, the necessity for providing funds 
for extensions and the urgency of very large expenditure on renewals, 
led to a review of the position. As a result, it was decided that the 
accounts of the railway should be separated from those of Kenya, and that 
the net earnings should not be regarded as ordinary revenue of either 
dependency but should be applied to the payment of debt charges, present 
or future, to the maintenance and improvement of the system and, when 
possible, to the reduction of rates. 

Following on this separation of accounts, the railway system has now 
been established, as a separate administrative unit under a High Com- 
missioner for Transport. The result has been to enable the General 
Manager to take the prompt decisions which are essential to effective 
working, and to apply very substantial amounts to renewals and better- 
ment. 
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Finance of Public Utilities 


The separation of the railway finances does not extend to the raising 
of loans, for the reason that only the Colony can issue a trustee 
security. 

The objections to merging the finance of railway administrations in 
the general public finances may be summarily said to be that the true 
financial position of the railway as a commercial undertaking is obscured, 
the distinction between capital and revenue is often confused, develop- 
ment and improvement are hampered, and a proper standard of main- 
tenance is always in jeopardy. In the course of the last few years these 
defects have (almost universally) come to be recognized, and after 
experience of the alternative a series of interesting administrative schemes 
have been adopted which have as their fundamental reform a separation of 
the railway budget and accounts from other national finances. ‘‘ Country 
after country has been compelled to adopt it,’’ and, in the report in which 
this sentence appears, General Hammond advocates the application of 
the same remedy to Nigeria, which with some other British Colonies 
is among the few railway administrations adhering to the older system. 

So much for railways. Among businesses conducted by States, they 
offer perhaps the most striking example of the disadvantages which attend 
an undue financial subjection. Their magnitude, the complexity of their 
business, the constant demand for new capital, and the scale on which 
essential plant has to be renewed, contribute to put them in this place. 
But the principles which arise in the conduct of other quasi-commercial 
undertakings are not very different. There is a general tendency to 
move towards the scheme of separating the finance and, so far as is possible, 
the administration of State-owned concerns from the ordinary machine 
of governmental control, and to travel in the direction of commercial 
organization. 

It is difficult to find instances in this country where this idea has been 
translated into actual practice, but it underlies several recent recommenda- 
tions for giving State assistance to public utilities or for strengthening 
State control over them while yet stopping short of State management. 
And this tendency, I think, is not merely in political reaction from the 
sudden and temporary growth of direct State management during the 
emergency of the War. It reflects rather a consolidation of opinion in 
favour of a more flexible and organic type of administrative control, 
which experience has shown to be better suited to such undertakings. 

Postal services in most countries remain as a type of direct, depart- 
mental management of a public utility by the State: Postal finance is 
treated as an integral part of the general national finance. In this 
country the posts are run at a profit which is carried to the advantage of the 
general revenues. Telegraphs are run at a loss which is charged against 
those revenues, and the telephones are run on a commercial basis at a 
modest return, which also accrues to the general revenue. These main 
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divisions of business and certain special and subsidiary services (Wireless, 
the Imperial Cable Service, Continental telephones and some others) 
are the subject of separate trading accounts. 

The history of the Post Office shows a gradual change in the angle of 
approach to the question of the basis of postal charges. Originally, 
under the Tudor sovereigns and their Masters of the Posts, the organiza- 
tion of the King’s posts and the carriage of public despatches were heavy 
items of expense. As the desire for postal communication spread, the 
Stuarts discovered in it a source of revenue, and the policy of exploiting 
the monopoly in aid of the public revenues persisted at least until the time 
of Rowland Hill. The idea of payment for service rendered now pre- 
dominates over that of mere tax. 

The relationship between the Post Office and the Treasury was recently 
treated by Mr. Stuart Bunning in a valuable paper read before this 
Institute. Mr. Stuart Bunning took the position that while the State 
should not start a business for the sake of making a profit it cannot be 
said that “if, after satisfying all reasonable wants and claims, a surplus 
remains, there is anything wrong. In a sentence, the correct principle 
is that the Post Office may make a profit, not that it must.” 

It would be out of place to examine in detail here how far services 
may legitimately be run at a loss or how far “ intangible ’’ returns should 
be taken into account. On this point I agree with the argument of Sir 
Henry Bunbury in his recent paper.’ If a service is more than remuner- 
ative after meeting all charges including depreciation and capital charges, 
the maintenance of charges at a level which yields that surplus is taxation 
—not necessarily vicious or inexpedient. If the service is conducted at 
a loss, there is a subsidy, which may again be necessary or expedient on 
grounds of public or social policy. But the true amount of that subsidy 
should be closely known, both to him that gives and to him that takes. 
Knowledge of this kind is a useful guide to policy and an essential check 
upon administration. It is a legitimate function of a central Treasury 
to insist upon an adequate division of accounts and upon the maintenance 
of separate trading accounts wherever that is possible. 

Mr. Stuart Bunning next discussed the question whether Treasury 
control “ obscures the real duty of the Post Office and whether it does not 
in practice prevent or delay desirable reforms.’’ I am aware of no 
evidence that this has been so in recent years, but the danger that such 
a thing may happen is inherent in complete subordination of any business 
undertaking to any central Finance Department. He exaggerates, I 
think, the effects of postage being formally a tax, and in reality a tax 
so far as the charges leave a free surplus, and argues that if past surpluses 
had been accumulated in a reserve, as an equalization fund, possibly 


1 Public Administration, Vol. III. No. I., ‘The Elements of Rate-fixing for Public 
Utilities,” by Sir Henry Bunbury, K.C.B. 
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sudden or drastic alterations in rates might have been avoided. As 
regards control of administration by the Treasury, and the advantages 
of “ lessening of the grip of the Chancellor of the Exchequer,” he says : 
“The Whitehall Officer . . . thinks only in rigid terms of finance and 
present finance at that. . . . He does not sow the seed but reaps the 
harvest, and as the harvest of the particular year is all that concerns 
him, he prevents, or retards, the sowing of seeds for future harvests.”’ 
The Chancellor has a right to any surplus ‘“‘ which may remain after 
the service needs have been met, but he should not have the power 
to say what those needs are.... He has no right to insist that 
he must get a surplus at all costs, but that is the effect of the present 
system.”’ 

Mr. Stuart Bunning’s remedy is to relax Treasury control and sub- 
stitute control by a Post Office Policy Committee of the House of 
Commons, which, I venture to think, would not be a financial control at 
all. 

Postal administration is not perhaps the most promising field for 
experiment on the lines of the type of railway administration to which I 
have drawn attention (though telephone services are more closely 
analogous). History and tradition in this country have created a 
high degree of esprit de corps and a high level of public efficiency 
without the stimulus of strictly commercial methods, and postal 
business is moreover in its essence comparatively simple. But even 
in postal administration some countries have moved in the direction of 
separatism. 

Chief among the innovators is Germany, where the Post Office is now 
treated as an entirely independent concern. 

The opening clause of the Postal Finance Law of 1924 declares, 
“the Post and Telegraph service of the State to be an autonomous 
undertaking.”’ It is to be administered on commercial lines by the 
Minister of Posts with the co-operation of a Board of Managers, to whom all 
the rights and obligations of the old administration have been transferred 
and who retain for postal uses the entire funds, the fruits of its 
own activities, required for the working of the postal services. 

This charge was made because after the War the Posts had become a 
charge upon the Exchequer and were felt to be unduly hampered by 
rigid tariffs and the fast rules of the general financial policy of the 
Government. 

The constitutional responsibility and legal position of the Minister of 
Posts remained unchanged. His salary is paid from and voted through 
the National Budget, and the Legislative bodies can thus demand ex- 
planations and redress, but he has no longer need of the co-operation of 
those bodies in making regulations ; the Board of Managers alone decides 
in such matters. 
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The German Post Office has thus obtained a superintending body of 
relatively limited numbers with wide freedom of action in the economic 
domain. 

The Board of Managers is at the present time composed of 31 members, 
9 of which are representatives of commercial and industrial undertakings, 
7 representatives of the Reichstag and as many of the Reichsrat, 7 
representatives of the postal staff and 1 representative of the Minister 
of Finance. 

The scope of its authority may be gathered from the following list of 
questions upon which it is entitled to take decisions :— 

The fixing of the estimates and appropriation for the Administration. 

Amount of the sinking fund. 

Principles on which the facilities of the service are to be used. 

The rates in the postal telegraph and telephone service. 

The schedules for the salaries and wages of the workmen and 
employees. 

The general conditions for the investment and use of the postal 
cheque capital and the investment of the reserve. 

The establishment of new and suppression of existing services. 

Its decisions are not absolute, for, on the one hand, the Board cannot 
increase the expenses beyond what is proposed by the Minister of Posts 
and in opposition to him, and, on the other hand, if the decisions of the 
Board do not appear, in the interests of the State, to be justified, the 
Minister of Posts or any other Minister can call upon the Government 
to decide. Such decision must be notified to the Board. The possibility 
of ministerial intervention is the obvious constitutional corrective to 
unacceptable proposals of the Board, and important decisions relating 
to the Post and Telegraph are thus made ultimately dependent on the 
consent of the Government. The rights of the legislative bodies are, 
moreover, ensured in so far as they may agree, within a fixed time, to 
request the Government to annul its decision.’ 

I will conclude my illustrations of current practice by referring to 
the treatment of publicly owned utilities by the Netherlands. The State 
Railways are run by two companies, in which the State owns shares. 
The Postal, Telegraph and Telephone services and some other undertakings 
are worked as independent concerns, net figures of surplus or deficiency 
being carried to the general budget. Until recently the State Mines have 
been treated as ordinary Government departments, and their gross 
receipts and working expenses have been included in the general budget, 
but I understand that the State Mines have now been transformed into 
an independent concern of a special type, rather less than half of the 
capital being regarded as a bonded debt to the State on which interest 


1 This description is based upon an article in L’Union Postale, and upon extracts from 
the report of the German Post Office for 1924. 
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is to be paid at a fixed rate, while the remainder is regarded as share 
capital, to yield what profit it can. 

Even from this incomplete and inadequate survey of recent develop- 
ments, certain tentative conclusions may perhaps be drawn. 

Many countries, including most continental countries, have reorganized 
their public undertakings since the War, and the various experiments 
made are of great interest. As materials accumulate for a comparative 
study of these developments, the science of administration in its applica- 
tion to such undertakings will doubtless be advanced. 

While no public-owned utility can claim to set up an imperium in 
imperto, or to be divorced from the scheme of Government and Parlia- 
mentary control, there is a growing tendency towards the ‘‘ Commercial ”’ 
or “ Board ”’ as opposer to the strictly departmental type of administra- 
tion. 

How far this movement can or should proceed must depend upon the 
varying circumstances of the undertakings themselves, and of the 
countries which own them, including their stage of development, and 
political temper. 

The tendency to grant public undertakings, so far as possible, the 
status of “‘ antonomous’”’ concerns is reflected in a separation of their 
accounts from the general budget and in their general emancipation from 
the detailed and often rigid control exercised over ordinary departments 
not of a commercial character. The system of merged or intermingled 
finance tends to obscure the true financial position of the undertakings 
and to confuse the distinction between capital and revenue, and in many 
cases has restricted development and led to a breakdown of essential 
renewals. These disadvantages are naturally greatest when the receipts 
and expenditure of the undertaking form a relatively large part of the 
total receipts and expenses of the national Budget, and when the receipts 
of the undertaking are sensitive to fluctuations of trade and when its 
programme of expenditure and its provision for renewals of plant and 
equipment need to be planned well ahead and pursued consistently to 
fructification. The most effectual safeguards against the disadvantages 
of the old system are the adoption of a commercial scheme of accounts, 
separation of finances, and sufficient freedom from the rigid financial 
control necessarily exercised over purely spending departments which 
cannot be brought to the test of a balance sheet. It may be said that 
public railway administration now almost universally conforms itself 
to this model. 

Such undertakings tend to the position of the great Trust Docks of 
this country, which manage their properties commercially but do not work 
for profit, and have to meet interest and charges on the capital which they 
raise. Postal administrations continue on the older lines except in one 
or two important instances. Intermediate types of public enterprise 
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are variously treated, and the more closely the utility resembles an 
ordinary commercial activity, the stronger perhaps the reasons for 
making it stand on its own bottom in the matter of organization and of 
finance. 

It may be here remarked that if a State embarks upon a trading 
venture and involves itself in international competition, the adoption of 
a commercial scheme of management and finance may help to reduce 
a possible source of political friction. 

As to the importance of maintaining and publishing ‘‘ commercial ”’ 
accounts in adequate detail for all undertakings of a trading or quasi- 
commercial character, there will, I suppose, at this time of day be general 
agreement. In addition to the check imposed by the preparation and 
presentation of a commercial account, regular operating statistics may 
provide a useful measure of efficiency and economy in working and 
management. How far there should be an actual separation of 
finance is amore difficult matter, but it is an added safeguard 
against uncommercial treatment of commercial concerns where it is 
practicable. 

It is part of the tendency towards greater independence of status 
that so far as possible undertakings should be given the power of adjusting 
their own tariffs, subject to a power of approval and revision which 
ordinarily must rest with the Government and legislature. Where the 
tariffs are necessarily complex and many conflicting interests are affected, 
it may be preferable to substitute the control of a non-political body 
somewhat on the lines of our Railway Rates Tribunal or the various 
Railway Commissions which have both judicial and economic functions. 
In such case, the basis on which charges are to be fixed would be clearly 
defined by statute, and the results of working the commercial service 
should be shown unburdened by any non-commercial additions or 
extensions (e.g. “ political’’ or “ strategic’’ railways), or by indirect 
subsidies to particular interests. 

Turning next to the control of expenditure, one would incline to say 
generally that in planning and supervising its expenditure, the under- 
taking should be free from domination. Emancipation does not mean 
absence of financial control, since the financial aspect of all questions in 
any well-ordered undertaking are fully considered as a matter of internal 
organization. But of course a central Treasury may even here have 
important functions. Many items of expenditure cannot be treated in 
isolation or without reference to reactions upon other undertakings 
also owned by the State. 

It is in the control of new capital expenditure that the central Treasury 
is likely to have most to say, and there is perhaps a risk that public under- 
takings independent of the central machine of government might devote 
capital to purposes of secondary importance when the State was being 
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forced to ration competing demands for capital outlay upon purposes of 
more vital importance for the country as a whole. 

While demands for new capital expenditure must be justified to the 
custodians of the national credit, any withholding of capital which the 
undertakings could raise on its own resources would equally require strong 
justification. It is difficult to lay down any hard-and-fast principle. 

The amount to be drawn by way of interest and dividend from a 
public enterprise is another point on which no rigid and final principle 
is attainable or desirable. The actual cost of raising the capital embarked 
must at least be covered. And public opinion is not likely to tolerate, 
at the other end of the scale, a high rate of pure profit. If a surplus 
can be earned over and above the amount required for the management, 
working and maintenance of the undertaking and the payment of interest 
on its capital, there is no reason why the taxpayer should not share in 
that surplus or why he should return the whole of it to the user of the 
undertaking. 

There is room for difference of opinion whether the rate of interest 
charged against the undertaking should be the actual rate payable by 
the State on the loans successively raised or earmarked for its purposes 
or some average rate, and whether or not some part of the capital may not 
be regarded as share capital entitled to such rate of dividend as it can earn, 
although raised by the State at a fixed rate. In practice it will probably 
be increasingly conceded that the improvement and development of the 
undertaking should have high place in the disposal of surplus profits. 
But at the same time there will ordinarily be no objection to a fixed con- 
tribution to the general revenues, which may be regarded as in effect 
a tax or as a reasonable return upon share capital commercially invested. 
There is great advantage in making this contribution definite, but, without 
undue ingenuity, schemes of appropriation can be devised which would 
still divert into the general revenues a part of any further fortuitous or 
exceptional surplus. 

There is a subsidiary consideration which is of special interest 
to those engaged in administration. It is often said that the 
fruits of good management should enure to the benefit of the 
undertaking ; in other words, that all earnings over and above the 
amount required to meet necessary expenditure and capital charges 
should be turned back into the business, and that any diversion of those 
fruits must have a deadening and dispiriting effect upon those engaged 
in management. This may well be so in extreme cases and in some 
countries, but in this country the public spirit of those who administer 
departmentally such utilities as are nationally owned is perhaps largely 
proof against this feeling, and is sufficiently supported and spurred on by 
the knowledge that their efforts assist the general financial position. It 
should suffice if those responsible for management know clearly what it 
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is they must earn in order not to be unprofitable servants, and are able 
to feel a reasonable confidence that their undertaking, if well managed, 
will be allowed to flourish to the public advantage and not “ sweated” 
into inefficiency. 

If it be granted that the case against a complete subordination of 
publicly owned undertakings of a commercial character to the temporary 
exigencies of national finance has been made out, it can be admitted that 
suitable forms of relationship have yet to be finally tested. Since the 
War, certain broad principles have won an increasing measure of 
acceptance ; already important experiments are being tried, and in this 
field of administration there is ample room for further experiment. 
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The Finance of 
Publicly Owned Untlities 


in Relation to the General National or Local Finance 


By J. R. Jounson, F.S.A.A. 
City Treasurer, Birmingham 


l* any study of the financial relationship of Publicly Owned Utilities 

to National or Local Finance, one cannot fail to be impressed by 
the phenomenal development of these utilities in recent years. This 
development is to be observed in connection with Public Authorities 
generally, whether part of the Central or Local Government or whether 
boards or trusts of which the Metropolitan Water Board and the Port of 
London Authority are notable examples. Various reasons could be given 
for this rapid growth of activity of monopolistic control on the part of 
Public Authorities, but however interesting such a survey might prove, 
it can hardly be dealt with in these notes. 

Great though the advance has been in the past half-century, 
particularly among Local Authorities, there can be little doubt that even 
greater progress is likely to be made in the next few years, for experiments 
are now taking place in services which have long been considered the 
exclusive domain of private enterprise, and the success already achieved 
seems to indicate that the publicly owned utility services possess a future 
which only a few short years ago would have been regarded as beyond the 
realms of possibility. 

One must not, however, theorize too largely on the future, for the 
utilities controlled by Public Authorities are already so wide and varied 
in their scope that for the purpose of this paper it is necessary to confine 
one’s attention mainly to the financial relationship of the large trading 
services of Local Authorities to the Local Exchequer, and to the extent to 
which the finance and financial policy of these services should be controlled 
by the central financial department of the Local Authority concerned. 


CENTRAL FINANCIAL SUPERVISION 
There are many publicists well versed in Local Government administra- 
tion who contend that the operation of a public utility service cannot 
strictly be said to form part of the essential duties of a municipality. 
Briefly, they maintain that the principal functions of a municipality are 
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those of an Urban Sanitary Authority as affecting the health and good 
government of the population contained within its area, while the control 
of a trading service, however important the service is as such, forms but 
an incidental and entirely optional feature of an Authority’s activities. 

Partly in consequence of this and partly because the public-utility 
services which are now operated to such a great extent by Local Authorities 
are essentially business propositions operated on commercial lines, we 
find that many Local Authorities conduct these services on a basis some- 
what different to that on which health and social services are administered. 
Thus it will generally be found that, while the trading departments of 
a Local Authority engage their own staffs and are, to a large extent, self- 
contained, the rate fund services rely on the central staff to a much greater 
extent, and their administration is closely interwoven with the general 
Financial Department of the Authority. 

To what degree this distinction should be carried and the extent to 
which financial supervision should be relaxed by the Finance Depart- 
ment of the Authority are matters upon which opinion differs. The 
management of an important monopolistic service such as the supply 
of water, gas, or any other essential commodity, is a highly technical 
business, and, as such, needs to be exercised by a Committee to a large 
extent independent of the parent Authority (i.e. the Town Council) and 
advised by officials of proved ability, with a wide experience and a 
special knowledge of the particular undertaking concerned. 

While all this may readily be admitted, it must, by the same argument, 
also be conceded that finance to-day is an equally specialized phase of 
good local government and that the conduct of a Local Authority’s 
finances as a whole is best served by being delegated to a Finance Com- 
mittee with adequate powers of control to be exercised in the best 
interests of the town as envisaged from a central and not a departmental 
outlook. 

Indeed, this idea has long been the accepted basis of financial adminis- 
tration, as witness, for example, the statutory Finance Committees 
required to be set up by the Local Government Act, 1888, London Govern- 
ment Act, 1899, and numerous local Acts. The definite opinion of 
Parliament, as exemplified in various public general Acts, is to the efiect 
that financial matters should be subject to one controlling authority for 
each administrative area ; that there should be one Treasurer to a Local 
Authority, and that he should be responsible, in brief, for the entire 
finances of the Authority. 

Thus by Section 142 of the Municipal Corporations Act, 1882, “ All 
payments to and out of the borough fund shall be made to and by the 
Treasurer,’ while in the case of the Attorney-General v. De Winton (1906) 
it was held that a Borough Treasurer is not merely a servant of the 
Council, and cannot plead their instructions in justification of an illegal 
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action, as he stands in a fiduciary position to the ratepayers. Similarly, 
reference to Section 106 of the Income Tax Act, 1918, shows that the same 
principle has been appreciated in the drafting of that Act, as the Treasurer 
is made responsible for the assessment of the Authority, for payment of 
tax and for the assessment of the officers and persons employed. The 
Treasurer is also authorized by this section to make tax payments from 
any money which may come into his possession on behalf of the Authority, 
and the Act gives him a full indemnity for any such payments. 

Generally, however, little difference of opinion is to be found to a broad 
division on this basis, the main difficulty being to strike a dividing line 
as to where the technical control of an undertaking by the departmental 
committee and staff should conform to the general financial control of 
the central Finance Committee. 

The Trading Departments assert that the engineering, commercial, 
technical, and financial sections of the undertakings are so interwoven 
that it is essential that the finance section of the Department should be 
operated by the particular Committee charged with the administration 
of the Department, independently of the general or central Finance 
Committee. On their side, the advocates of complete control of all 
departments by a central Finance Committee are perhaps just as 
sweeping and oblivious of the actual facts as their opponents, and, as is 
often the case, the correct and most practical division is a sort of “‘ middle 
course,’’ at any rate in the case of the larger authorities. It must always 
be remembered that the utilities, although distinct in character and pur- 
pose, are part and parcel of the same Local Authority, operated depart- 
mentally for convenience, but having as their raison d’étre the welfare 
of the ratepayers as distinct from consumer’s or user’s interests. Pro- 
ceeding on this basic fact the relationship of the departmental finance to 
the central finance should be determined accordingly, and the resulting 
machinery should be so framed as to give to the Public Utility Committee 
the fullest possible freedom in management and finance, while at the same 
time preserving such control and supervision as will conduce to economy 
and safeguard the interests of the ratepayers against possible damage to 
credit on the one hand, and the demands of consumers, interested parties, 
and departmental advocates on the other hand. 

In Birmingham this line of demarcation has been drawn in a manner 
which has proved eminently satisfactory in practice, and it might be 
helpful to refer to it at this juncture. The central Financial Department, 
as represented by the Finance Committee, is not directly interested in 
the detailed accountancy work or internal finance of the various trading 
undertakings, nor indeed is it concerned with the prices or rates to be 
charged for commodities, or the normal revenue expenditure of the 
undertakings, but it is vitally concerned when the operations of the 
undertaking affect the Authority as a whole, e.g. where the undertaking 
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requires rate aid, or conversely where the application of profits is . 
concerned. 

en 


Perhaps the clearest way to illustrate the financial policy followed in 


ot 
= 


Birmingham is to quote Section 68 of the Birmingham Corporation Act, di 
1922, the operation of which was delegated to the Finance Committee 
by the City Council. = 
‘“‘(r) The Corporation may (if they think fit) apply money received by them on 
account of the revenue of any of the undertakings hereinafter mentioned A 
in the construction extension and improvement of the works and con- Ww 
veniences for the purposes of such undertaking and in the provision of F 
funds for working capital : 
Provided that money shall be so applied only after the working and b 
establishment expenses of the undertaking and the interest and sinking | %& 
fund payments in respect thereof have been provided for. o! 
‘“«(2) The undertakings hereinbefore referred to are the water gas electricity tl 
markets and tramway undertakings of the Corporation.” a 
Now, although the Finance Committee do not supervise the revenue " 
income and expenditure in close detail, but on the contrary leave to the | A 
utility departments the greatest freedom in all technical and adminis- | 
trative matters, yet by these powers they possess a means of control which | 
is both effective and complete, when considered from the standpoint of P 
the City as a whole, as although the several departments are given a free : 
hand to manage their business, fix prices, and regulate their expenditure, | 7 
yet the disposal of any surplus or the provision for any deficiency isa | d 
matter primarily for the central Finance Committee to determine, having | . 
regard to the requirements of all departments and services. 
Moreover, there are also certain operations in the general financial | h 
machinery affecting both the public utilities and other services | ‘ 
administered by Local Authorities which must, one imagines, necessarily , 
be operated by the central Finance Department. Take, for example, | 1 
the great advantage of centralized banking arrangements. Few under- | . 
takings are able to conduct their operations throughout the year without : 
accommodation by way of bank overdraft, for although authority may . 
be obtained for the provision of working capital, the amount required by, I 
say, the gas undertaking is so large as to render it uneconomic to raise, ‘ 
the fullamount. By a careful adjustment of all bank balances, however, | . 
the Treasurer or Chief Financial Officer can usually arrange that the net I 
balance of the Authority on all accounts is in credit, or at the most over- | t 
drawn to a limited extent only, and in this manner many difficulties can I 
be avoided and a considerable saving effected. 
A similar situation will be found to exist in the case of insurance. , 
Among Authorities which permit their risks to be covered by Insurance | : 
Companies it will be found that substantially finer rates can be secured 


when the whole risks of the Authority are concerned than when a com- 
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paratively small section only of such risks are being insured depart- 
mentally. This applies to almost all forms of insurance, whether fire, 
employers’ liability, accident, or guarantee. Still more is it the case when 
the Authority operates its own insurance fund, for if the fund were 
divided into a number of independent and self-contained sections, it 
would be impracticable, if not impossible, to make each separate division 
actuarially sound, as the risks carried would not be sufficiently varied. 

Again, take Income Tax settlements. The Inland Revenue 
Authorities regard each undertaking as forming part of the parent fund, 
which in the case of many of the larger municipalities is the Borough 
Fund. This pooling arrangement is most beneficial to the Authority, 
but at the same time is only equitable in effect, for, however many 
services are operated, they are all performed on behalf and for the benefit 
of the one central Authority and one body of ratepayers. By permitting 
the Authority to set off losses of one service against profits on another 
and the net profits on the whole against the interest assessment of the 
rate fund, it will readily be appreciated that the net liability of the 
Authority to tax is substantially less than if each trading service were 
accountable for its own tax. 

The central control of various other specialized matters, of which 
perhaps the chief are the raising of capital monies and the operation of 
superannuation funds for employees, is equally important, and however 
competent may be the advisers of the utility services, departmental 
delegation in these matters, it is felt, can only be made with deleterious 
effect to the Authority as a whole. 

To attain the ‘maximum efficiency for the conduct of all operations, 
however, it is essential that the relationship between the administrative 
committees and the Finance Committee and of their respective advisers 
should be one of helpful co-operation. A wise manager will refer to the 
Treasurer all financial matters having a bearing on the Municipality 
as a whole and will readily supply the Treasurer with information he may 
require for his purposes. On the other hand, a prudent Treasurer will 
refrain from interfering with commercial and technical details which are 
better left in the hands of those experienced in the business of the trading 
concern. Over-centralization inevitably leads to inefficiency and waste, 
since it is impossible for one person, however able, to give adequate and 
personal attention to multitudinous, varied, and intricate matters. At 
the same time too great a degree of devolution of responsibility is, as has 
been already pointed out, equally harmful. 

In considering the question of the central control of public utility 
services by the parent Authority, one should perhaps extend the scope 
of the review to embrace the degree to which the financial conduct of 
these services should be supervised by the Central Government as repre- 
sented by the various administrative central departments. 

381 








Public Administration 


At the present time this control is somewhat extensive and frequently 
irksome, and it is feared that Parliament is placing even greater restrictions 
on the discretion of the Local Authority although the central departments 
are probably not now as strict in administering the extreme letter of the 
law as in former times. 

One form of control which tends to prove more irksome than any 
other is that requiring every Authority to apply for sanction whenever it 
is necessary to meet capital expenditure by borrowing. These constant 
applications for sanction to borrow place the services operated by a Local 
Authority in an adverse position when compared with a limited company, 
for during the time which may elapse between the application for and 
granting of the sanction, wages, the price of commodities, and general 
conditions may have altered appreciably to the disadvantage of the 
Authority. 

While it is not suggested that control by a Central Authority should 
be entirely eliminated, for it is obvious that in certain cases some control 
is both advisable and essential, it is considered that in this connection 
the larger Authorities—County Borough Councils, for example—might be 
given more discretion, particularly as regards borrowing for such purposes 
as those of which Parliament has already approved the principle. Thus 
control might with great advantage be restricted to the issue of guiding 
rules with which the Authority must comply, and the Government Depart- 
ments concerned could establish an effective check upon the compliance 
with those rules by the submission of annual returns and audited accounts. 


FINANCING PuBLIC UTILITY SERVICES 


Capital is a vital necessity to the successful operation of any industry, 
and it is as essential for the development of the trading services of a 
Local Authority as for an industry operated by private enterprise. Local 
Authorities in this country possess a very high standard of financial 
credit, founded largely on the fact that the local rate is the ultimate and 
basic security upon which all capital is borrowed; nevertheless, the 
financing of the capital expenditure of a large trading undertaking is a 
most important matter if the best interests of the Local Authority as well 
as the Department itself are to be served. 

To some extent the problem depends for its solution upon the size and 
conditions of the locality, and to the nature or development of the under- 
takings. Thusasmall Authority can frequently obtain a large proportion 
of, and possibly all, its capital by means of mortgage loans advanced by 
the Public Works Loan Commissioners or from local investors. The 
requirements of the larger Authorities cannot adequately be met from 
these sources, and it is necessary for them to seek other sources of supply 
such as that provided by the issue of stock, or mortgage loans issued to 
the general public ; in short, by any means which appears likely to secure 
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the required money at a reasonable rate of interest and for which the 
necessary Parliamentary approval can be obtained. 

It has been a frequent occurrence in this country for public utility 
services to be initiated and considerably developed by private enterprise 
in the original instance, and for the Local Authority to obtain control 
subsequently by purchase. Two important principles are served in this 
manner, first, the element of risk is avoided in the use of public money, 
for it must be appreciated that many vital services were at one time con- 
sidered highly speculative, and secondly, that services distinctly mono- 
polistic in character tend in an ever-increasing degree to be operated on 
behalf of the public. 

Subsequent to the acquisition, the Local Authority is faced by the 
demand for very large sums for the extension and development of these 
trading services. A private or public company faced with the same 
problem meets the requirements of the situation generally by raising 
further share capital. 

A Local Authority is placed in somewhat different circumstances, It 
is unable to increase the capital of the undertaking as such, and has to 
resort to borrowing by one of the methods approved for Local Authorities. 
A considerable handicap is thereupon placed upon the service since interest 
must be paid on the borrowed money whether or not the undertaking is 
sound or sufficiently developed to pay, and in addition provision must be 
made each year for the repayment of the loan within a certain limited 
period. At the expiration of this loan period the Authority is faced with 
the necessity of replacing the asset, and as frequently no funds are 
available for this purpose, it has again to resort to borrowing, with the 
result that as the undertaking develops so does the outstanding debt 
increase. 

It will be seen from this short résumé that the trading accounts of a 
Local Authority are almost inevitably in debt, and in consequence are 
compared somewhat unfairly and invariably to their detriment with 
corresponding undertakings operated by private enterprise. 

The alternative available for publicly owned utility undertakings is 
the provision of a depreciation fund in addition to a sinking fund to which 
contributions can be made, whether on a scientific basis or otherwise, 
and the accumulations of which are available to replace superseded assets. 
This question of a depreciation fund is one that has received careful 
consideration from municipal officers in recent years, and while generally 
some form of contribution is approved whereby the trading undertaking 
will eventually be rendered debt-free, yet it is generally understood that 
a depreciation fund on the method necessarily operated by a private 
company, is not only undesirable but would prove a financial burden 
wholly unjustified in the case of a publicly owned concern, since it would 
entail excessive demands upon the present consumer for the benefit of 
subsequent consumers. 
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Many opponents of municipal trading contend that as the ownership 
of large trading services substantially increases the debt of a Local 
Authority it naturally tends to restrict the credit of that particular 
Authority, and to result in a higher rate of interest being charged on loans 
which have to be acquired for the ordinary purpose of social services. 

The force of this argument is countered by practical experience, for 
it will generally be found that an Authority which has developed its civic 
activities to the greatest possible extent will have a credit equal, if not 
superior, to that of similar Authorities which are less advanced in 
municipal enterprise. 

Apart from this, as the money borrowed for trading enterprise repre- 
sents a corresponding asset in the property acquired, the term “ debt” 
is hardly applicable, and it would prove of substantial benefit to Local 
Authorities if distinction could be drawn between money borrowed for 
remunerative and unremunerative assets by terming the former “ capital.’ 


SHOULD THE FINANCE DEPARTMENT OF A LARGE UTILITY BE PER- 
MITTED TO RAISE ITS OWN CAPITAL ? 


The disadvantages arising from each trading department of a Local 
Authority raising its own capital are so obvious as to suggest that the 
procedure can seldom, if ever, be of benefit to the Utility or to the 
Authority as a whole, but let us examine the suggestion. 

The capital requirements of any one municipal trading undertaking 
are generally insufficient to justify the formation of a central “ pool” 
or “‘ lending account ”’ now invariably established by the larger Authorities 
for capital purposes, and it is doubtful if one of the most economical forms 
of municipal borrowing, the issue of Stock, would be available to the 
undertaking, as the issue of a sum less than £250,000 is hardly a com- 
mercial proposition. The undertaking would then be faced with the 
necessity of raising the larger part of its capital by means of short-term 
mortgages—resulting probably in the accumulation of a large quantity 
of unfunded debt—in direct competition with other departments of the 
same Authority borrowing in the same market. 

In considering the possibility of greater independence on the part of 
the utility in this connection, it must be emphasized that the raising of 
capital money is a matter of ever-increasing difficulty, for the competition 
among prospective borrowers is so keen that any addition to their number 
is strongly to be deprecated, particularly when such further competition 
consists merely of the multiplication of existing Authorities and in respect 
of the same form of borrowing. Apart from this consideration the present 
methods of financing capital expenditure obtaining among the larger 
Authorities are based on carefully conceived lines, and from long 
experience of raising capital one is impelled to the conclusion that it 
would be of great advantage to Local Authorities generally, and probably 
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also to the Central Government, if the existing form of borrowing among 
the larger Authorities was developed to such an extent that instead of 
competition being increased, that which at present arises from the small 
Authorities would be almost completely eliminated. 

The future of the Local Authorities in their relation to the Money 
Market would appear to be for the larger Authorities to raise money and 
make advances to the lesser Authorities, so that eventually practically 
only County Councils and the Councils of the more important Boroughs 
will appear on the Market as borrowing Authorities. 

To a limited extent this suggested procedure is now in operation, for 
the Public Works Loan Commissioners have certain powers to advance 
capital money to the smaller Authorities, and in addition some of the 
larger Local Authorities are empowered to make advances to other 
Authorities within their area. The general result has not been as effective 
as might have been expected in the case of the Loan Commissioners, 
perhaps owing largely to sentimental reasons, for many Authorities dislike 
the idea of any increase in control by Government Departments, and it 
must be admitted that the Commissioners have proved somewhat exacting 
in their requirements. 


THE APPLICATION OF SURPLUS REVENUES 


Probably the question arousing the most heated controversy in con- 
nection with Municipal Trading Undertakings, when the principle of 
public ownership has been conceded, is that involving the application 
of profits and the principle of rate relief. Should such surplus revenues 
be allocated to the reduction of the borrowings of the undertaking, to 
the provision for depreciation, to the reduction in the cost price of the 
commodity, or should the ratepayer benefit ? 

One of the considerations which actuated the ratepayers of a former 
generation to acquire trading undertakings was the belief that they were 
obtaining a source of income likely to afford a welcome relief to the growing 
burden of expenditure for social services which were then beginning to 
fall so heavily on local rates. 

Not only was this view held in local administrative areas, but it appears 
to have been approved generally by Parliament, for in the Acts authorizing 
the acquisition of these undertakings provision is usually found authorizing 
surplus profits to be applied to the credit of the rate. 

The following sections taken from Birmingham Corporation Acts 
are perhaps typical of the clauses in most local Acts governing the 
application of public utility revenues :— 


Gas UNDERTAKING.—Section 163 of the Birmingham Corporation (Consolidation) 
Act, 1883 

“ After providing for the usual working expenses including Interest and 

Sinking Fund a Reserve Fund may be built up, amounting to £100,000, applicable 
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from time to time to answer any deficiency happening in the income of the 
Corporation, or to meet any extraordinary claim or demand at any time arising, 
“‘ Any surplus remaining to be carried to the credit of the Rate.” 


ELEctRIC SupPLY UNDERTAKING.—Electric Lighting Orders Confirmation (No. 4) 
Act, 1894, Art. 59 

“ After providing for expenses as above-mentioned a Reserve Fund may be 
established until the Fund reaches one-tenth of the Capital Expenditure. 

«« Any surplus remaining in any year to be carried to the credit of the local 
Rate or in reduction of the Capital monies borrowed for electricity purposes, 
provided that, if the surplus in any year exceeds 5 per cent. per annum upon the 
aggregate capital expenditure, a rateable deduction in the charge for supply shall 
be made to reduce the surplus to the maximum rate of profit.” 


TRAMWAYS UNDERTAKING.—Section 52 of the Birmingham Corporation Act, 1903 


“ After providing for expenses the Corporation may provide a Reserve Fund 
equal to one-fifth of the Capital expenditure of the undertaking. 
“« Any balance remaining to be carried to the credit of the Rate.” 


In post-war legislation the Local Legislation Committee of the House 
of Commons has been averse to the extension and even to the continua- 
tion of such powers when Local Bills have been submitted to them, 
deferring to that trend of public opinion in favour of charges for essential 
commodities being made at cost price. 

It is impossible in the space of a short paper to deal with the many 
points which might be advanced in favour of or against profits being 
allocated to the relief of rates, but the following reasons have influenced 
the writer in coming to the conclusion that an acknowledgment should 
be made by these trading services, apart from the question of profits, in 
the form of a payment for the credit which the services receive on account 
of loans being raised on the security of local rates :— 


(a) As any losses on the trading undertakings would have to be met out of 
rates, the ratepayers are entitled to some consideration for this 
guarantee. 

(b) Rates are the basic security on which capital for the undertakings is 
borrowed, the credit of the Authority being pledged for the borrowing in 
addition to the revenues of the several undertakings. 

(c) Local Authorities, by reason of the exceptional nature of the security they 
have to offer to lenders, are enabled to borrow at a lower rate of interest 
than commercial undertakings or public utility companies. 


A comparison of issues made by public utility companies with those 
made by Local Authorities clearly indicates that the benefit to the 
trading departments by reason of the superior security offered by the 
Local Authorities is represented by a rate of interest of at least 1 per cent. 

This view seems to have been in mind when provision was made 
relating to rate aid in the new Electricity Bill now before the Standing 
Committee of the House of Commons. 
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This Bill provides as follows :— 


The undertakers shall apply the net surplus remaining in any year and the 
annual proceeds of the reserve fund when amounting to the prescribed limit— 


(a) in reduction of the charges for the supply of energy ; or 

(b) in reduction of the capital moneys borrowed for electricity pruposes ; or 

(c) if the reserve fund amounts to more than one-twentieth of the aggregate 
capital expenditure on the undertaking, to the credit of the local rate. 


Provided that the amount which may be carried to the credit of the local rate 
in any year shall not exceed one and a half per cent. of the outstanding debt of 
the undertaking. 


BASIS OF CONTRIBUTION 


While in favour of some measure of contribution being made by the 
utility services to the rates as representing a guid fro quo, many are 
not satisfied that outstanding debt is an equitable basis for computation 
of the assistance to be made. This basis has about it an element of 
absurdity inasmuch as the higher the debt the greater the payment to 
be made, whereas when debt is reduced from profits earned and the 
undertaking is more able to bear the payments the contributions in fact 
are reduced. 

Moreover, the basis should be fair as between one utility department 
and another, and equity would suggest the adoption of that of the 
capital value of the undertaking obtained by taking the rateable value 
of the undertaking to local rates and converting this into a capital 
basis on (say) 25 years’ purchase. This method, based as it is upon 
the principle of ability to pay, preserves an equitable relationship as 
between the several trading departments, having regard to the 
varying means of defraying capital expenditure and the incidence of 
loan charges which fall heavier on Electricity and Tramways 
revenues than on the Gas or Water. The undertakings are assessed 
to local rates on rateable value, and it naturally follows that capital 
value computed on the same lines would not operate harshly as 
between the several departments, and would at the same time eliminate 
the anomalies inherent in the outstanding debt basis of calculation. 


CONCLUSION 


Even a brief survey of the financial relationship as at present existing 
between publicly owned utilities and proprietary Local Authorities 
cannot fail to direct one’s attention to the future of such undertakings. 

Present-day industrial requirements demand the uniform, cheap, 
plentiful, and certain supplies of commodities which are only assured 
by large undertakings. We see this in almost every form of industry 
throughout the world, and it is noteworthy that the greatest advances 
are made in those countries which have proceeded furthest in the 
amalgamation of their industrial operations. Thus in America there are 
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the great Trusts, in Germany the Cartels, and it is interesting to observe 
that in one of the spheres in which England still holds the world’s premier 
position—banking—extensive amalgamations have been made in recent 
years. The industrial combination in one form or another, it would 
appear, has come to stay, and it will stay because it can be made to serve 
a social purpose. 

The great success generally achieved by these immense concerns 
seems to indicate that the day of the trading undertakings operated by 
the smaller Authorities has passed. The limited parochial attitude of 
some of these Authorities, which has hitherto been that, as they form 
a separate administrative area, they are in consequence an entity for all 
purposes, must be eradicated. The continuing usefulness of these small 
suppliers depends on their absorption with others, so that the whole will 
form a substantial entity capable of supplying an efficient and economical 
service. 

Nature itself seems to combine with industrial competition in order 
to emphasize the truth of this view. Thus the necessity which has com- 
pelled many of the larger towns to seek their water supplies from the 
mountain water-sheds, sometimes more than a hundred miles from the 
area of consumption, has resulted in these undertakings being constructed 
to serve, in addition to their own needs, those also of many of the 
Authority’s small neighbours. 

The credit of a small Authority is insufficient for great progress to 
be made by them—further, the risk is too great. Again, there is always 
local feeling to consider when one small Authority proposes to supply 
a commodity to a neighbouring Authority. 

_ The only feasible solution which appears to present itself is for the 
establishment of large areas of supply for services such as electricity, 
water, and gas, and probably also at a later date for transport purposes 
which will be operated by boards or trusts similar to the Metropolitan 
Water Board. 

These bodies, consisting mainly or entirely of representatives of 
constituent Authorities, will possess a very high credit, for while the 
revenues of the undertaking operated will form the basis of their credit, 
the holders of the securities they issue will know that there is final 
recourse to the rates. 

With this high standard of credit, large area of supply and immense 
demand, the utility service will be able to reduce costs to the minimum and 
to supply commodities at a price much lower than small undertakings 
would ever find possible, with resultant benefits to industry and economic 
advantage to the country as a whole. 
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The Finance of 
Publicly Owned Utilities 


in Relation to the General National or Local Finance 


By J. L. Macxenziz, M.A, LL.B., J.P. 
Town Clerk Depute, Glasgow 


ge rapeieel owned utilities in this country may be classed generally 
in three groups. In the first group may be placed undertakings 
vested in the Government among which the Post Office and the Telephones 
occupy the chief place ; in the second group undertakings vested in local 
authorities of which there are various kinds; and in the third group 
undertakings vested in public authorities, boards, or trusts, on which the 
local authorities are not infrequently represented. With the first group 
I do not propose to deal. Some other contributor will no doubt discuss 
the position of the Government undertakings. 

The second group is by far the most extensive in range and number 
of undertakings. There may be some difference of opinion as to what 
constitutes a utility of the nature in question, but it will be sufficient 
for the purpose of these observations to include within the definition all 
those undertakings carried on by local authorities, which, if they were 
carried on by companies or persons, would be carried on for the purpose 
of making a profit. 

While the beginning of publicly owned utilities has to be sought for 
in a remote past, this form of trading, so far as this country is concerned, 
did not make much progress until the middle of last century, by which 
time the era of industrial development which set in early in the century 
had led to the expansion of the larger burghs. There are, of course, 
instances that go back beyond that time, but these are comparatively 
limited in number and concern chiefly markets, harbours, and water 
undertakings. Since then there has been an extension both in range 
and character of the undertakings carried on by local authorities, although 
in many instances, if not the majority, the initiation of the undertakings 
was due to private enterprise, the undertakings being subsequently 
acquired, either compulsorily or by agreement, by the local authorities. 
The first and most important of all to be acquired on a large scale were 
the water undertakings, with the result that to-day the water supply is 
for the most part in the hands of the local authorities or in those of boards 
or trusts on which they are represented. Not content with buying up 
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the waterworks, local authorities then began to devote attention to 
other utilities such as markets and harbours still in private hands, many 
of which were acquired from time to time. The use of gas as an illuminant 
afforded another opportunity to enlarge the scope of public enterprise, 
but here also, with one or two notable exceptions, the original works were 
established by companies. The construction of tramways, which began 
to be undertaken on a considerable scale about the year 1870, gave further 
scope for such enterprise, and some years later there appeared a new 
industry, that of electric lighting, which was also taken up by the local 
authorities. These are the principal utilities owned by local authorities. 
There are other enterprises of a commercial character in the hands of 
local authorities, as, for instance, the Hull telephone undertaking, the only 
one in the country, but as these are not conducted by local authorities 
generally, and are limited in each case to a few authorities, it is unneces- 
sary to specify them. 

Allied to this form of trading is that form of undertaking included in 
the third group. This group includes all those undertakings which are 
vested in public authorities, boards, or trusts, such as the Port of London 
Authority. They are not numerous, but include some of the largest 
undertakings in the country. On the managing body of such under- 
takings, the local authorities and the traders are usually represented. 
The undertakings carried on in this way are meantime, for the most part, 
limited to harbours and water supply, but as this form of management 
has much to commend it, it may be that in the organization of industry 
in the future, it may have a larger place. 

How are such undertakings financed ? In the case of local authority 
undertakings, it will be found that there are various methods of raising 
the necessary capital, particularly as regards the security on which the 
money is borrowed, but in one way or another the ratepayer is generally 
brought in to secure the solvency of the undertaking. Not only does this 
variation obtain among different classes of undertakings, but also among 
undertakings of the same class, depending in the latter case, on the terms 
of the Special Acts. To describe these at length would take too long, 
but it may be useful to glance briefly at the general provisions in the public 
Acts applicable to Scotland in the case of the undertakings already 
referred to which are commonly carried on by local authorities. To take 
these in the order mentioned, a burgh local authority may establish a 
market and borrow such sums as may be necessary for the purpose on the 
security of the burgh assessments. A local authority may also borrow 
money for the purpose of providing a harbour, but in this case the security 
is the rates authorized to be charged for the use of the same. The 
more important water undertakings are all authorized by special Acts, 
but by a public Act general powers have been conferred on local autho- 
rities to borrow, for the purpose of constructing, purchasing, enlarging, or 
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reconstructing such works as are therein authorized for providing a 
supply of water for the use of the inhabitants of the district and on the 
security of the special water assessments where such exist or of the public 
health general assessments as the case may be, such sums of money and 
at such times as the local authority shall deem necessary for that purpose. 
In the case of gas, a burgh local authority is authorized to borrow on 
mortgage any money which may be necessary for the purchase or erection 
of gasworks for the burgh and to grant mortgages of any rates or charges 
leviable by them for the gas supplied in security of the payment of the 
money so borrowed and interest thereon, and to levy a Gas Contingent 
Guarantee Rate at such rate as may be required to pay any annuities 
interest or sinking fund. With regard to tramways, a local authority 
may, for the purposes of the tramways authorized by a Provisional Order 
under the Tramways Act, 1870, borrow on the credit of the local rate 
therein specified any sum of money necessary for defraying the expenses 
of carrying the Order into effect, and similarly in the case of electricity 
a local authority authorized to supply electricity by Order may borrow 
the necessary money for the purpose on the security of the gas revenues 
where the local authority carry on a gas undertaking or on the local rate 
therein specified in other cases. In the case of undertakings vested in 
public authorities, boards, or trusts, the money borrowed for the purpose 
of those undertakings is usually secured on the undertakings themselves, 
and the charges or rates authorized to be made or levied in connection 
therewith. 

While these are the general provisions, it has to be borne in mind that 
in the case of many undertakings, and these not the least important, 
different provisions have been made in the special Acts under which 
they are carried on. For instance, the tramway undertaking carried on 
by the Corporation of the City of Glasgow forms part of the Common 
Good of the City, and the money borrowed for the purpose of the under- 
taking is secured on the assets of the Common Good including the 
Tramway undertaking itself and not on the rates. In general, however, 
it will be observed that in most cases in connection with local authority 
undertakings, the ratepayers are ultimately responsible for the solvency 
of the undertakings, and in the event of a deficiency in the revenues, 
will be called on to make good the debt charges at least on the under- 
takings. 

So far as the application of the revenues of the various undertakings 
and the method of meeting a deficiency are concerned, there are variations 
just as there are in the raising of the moneys required to establish the 
undertakings. Here again reference is made only to the public legisla- 
tion applicable to Scotland as there may be differences across the Border. 
In the case of markets, there are no specific provisions, and it would 
appear to be competent to apply any surplus revenues to the relief of the 
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assessment from which any deficit would be taken. The provision relating 
to harbours is exactly the reverse. The whole revenue is to be applied 
and expended in the maintenance improvement and extension of the 
harbour “and in no other way and for no other purpose whatsoever.”’ 
In the case of water undertakings which have to be maintained from the 
water rates and charges authorized to be levied, the local authority is not 
entitled to make a profit and apply it to the relief of the general rate- 
payer. The same rule obtains in connection with gas undertakings 
notwithstanding that the ratepayer may be called on to pay the gas 
guarantee rate already referred to. Such a price is to be fixed for gas 
supplied as will as nearly as can be ascertained raise sufficient revenue 
to discharge all the costs and expenses of and incident to the manufacture 
and distribution of the gas made, together with interest on all money 
borrowed in respect of the works, and the due contribution to sinking, 
depreciation, and renewal funds. The moneys received in respect of 
and incident to the manufacture and distribution of gas are to be applied 
to such purposes only, any balance at the termination of any year being 
carried to the debit or credit of the succeeding year. It is different with 
tramways and electricity. In the case of the former, when, after payment 
of all charges incurred, there remain in the hands of the local authority 
any of the moneys received by them by way of rent or tolls in respect of 
the tramways, such moneys are to be applied by them to the purposes 
for which the local rate on the security of which the money required to 
construct the tramways was raised may be applied. On the other hand, 
in the event of a deficit, the local rate is available to meet it. Similarly 
in the case of electricity the net surplus remaining in any year may be 
carried to the credit of the local rate or to the improvement of the district, 
or in reduction of capital moneys borrowed for electricity purposes. Any 
deficiency of income in any year not answered out of any reserve fund 
may likewise be paid out of the local rate. In the case of undertakings 
in the hands of public authorities, boards, or trusts, the revenues are 
generally, if not invariably, solely applied towards the maintenance and 
for the purpose of the undertakings, and the general ratepayer has no 
responsibility for such undertakings. 

From this résumé of the provisions relating to the finance of the 
undertakings owned by local authorities, it will be seen that such under- 
takings are not generally independent of the general financial administra- 
tion of the authorities as in the case of undertakings vested in public 
authorities, boards, or trusts, but are associated in varying degrees with 
that administration. It is rather difficult to reconcile the several degrees 
of association. Why should, for instance, the money borrowed for the 
purpose of establishing a market be fully secured on assessment, while 
the money borrowed for the purpose of providing a harbour is only secured 
on the rates authorized to be taken for the use of the same? There must 
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be cases where there is much greater necessity for, and much more public 
advantage to be derived from, a harbour than a market. Why, again, 
should the revenue of a gas undertaking be applied solely for the purpose 
of the undertaking, while any surplus revenue of an electricity undertaking 
may be applied towards the improvement of the district or the relief 
of the ratepayer? These provisions, more or less inconsistent with one 
another, at once suggest several questions which it may not be 
inappropriate to consider. In the first place, there is the question of 
association itself. Should such undertakings be associated with the 
financial administration of the local authority, or be entirely independent 
so far as financial responsibility is concerned? If they should be 
associated, what form should the association take, and how should the 
revenue be applied ? 

It is assumed to be outwith the scope of these observations to raise 
the controversy whether a local authority should engage in trade, and if 
so to what extent it should participate therein. There are advantages 
and disadvantages, and if an answer is to be sought to this question, it 
can only be obtained on a proper balance of the advantages and dis- 
advantages, not forgetting in any estimation of the success or otherwise 
of a particular undertaking how much depends on administration, so 
much so that it has been said with a good deal of truth that whatever 
is best administered is best. This, however, is beside the point. Local 
authorities do engage in trade, although they have hitherto mainly 
confined their operations, or rather been restricted by Parliament, to 
the conduct of monopolies and have not taken part in competitive 
undertakings, and it is assumed for the purpose of considering the financial 
position of the undertakings carried on, that it is right and proper that 
such undertakings should be carried on by local authorities. Were they 
to embark on undertakings of doubtful public advantage or of a 
speculative character, the facilities to be placed at their disposal might 
require separate consideration. 

It should be clearly understood that the undertakings now under 
consideration are such undertakings as have already been referred to 
which are of the nature of monopolies and into which the element of 
competition does not enter, as otherwise it might be necessary to take into 
consideration other factors in connection with competitive undertakings 
which do not arise in connection with monopolies. If local authorities 
were to compete with private traders the conditions on which they should 
be allowed to do so might, in the interests of fair competition, require 
to be very different from the conditions attaching to the conduct of mono- 
polies. In a case of that kind, any recourse to the rates would obviously 
put the local authority in a position of undue advantage over a competitor 
who had to rely solely on the result of his own effort and enterprise. 

What, then, should be the position from the point of view of finance 
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of an undertaking carried on by a local authority, which it is right and 
proper that it should carry on, and which does not compete in the service 
it provides with any other undertaker, private or otherwise? This 
question has, it is submitted, to be approached from the point of view 
of the conditions necessary to establish an undertaking on a sound 
financial footing. It will be conceded that a local authority authorized 
to establish such an undertaking as is contemplated should be given as 
ample facilities as might be considered reasonable and necessary to enable 
them to carry on the undertaking with as large a measure of success as 
possible in the interest of the community which they serve. It will 
further be conceded that it is reasonable and necessary that they should 
be placed in a position to raise sufficient capital on reasonable terms to 
enable them to establish and carry on the undertaking. In actual 
practice, it is the custom of a local authority to carry on such undertakings 
once they are established as more or less independent concerns, both in 
relation to one another as well as to the other activities of the authority. 
A committee of the authority is usually appointed to carry out the powers 
and duties applicable to each, the Committee’s decisions, except in so 
far as the powers and duties have been delegated to them, being subject 
to the approval and confirmation of the authority itself. Being ad- 
ministered as separate concerns, the accounts of the one undertaking are 
kept separate from those of another as well as from the other accounts 
of the authority. Is it feasible to effect a complete separation so far as 
the financial responsibility is concerned and make them entirely inde- 
pendent ? This might be possible in particular cases where, for instance, 
the local authority takes over a going concern in a prosperous condition. 
In such a case there is an immediate return out of which interest on the 
money borrowed to acquire the undertaking might be met, but it is 
different where the undertaking is established for the first time. Starting, 
as such undertakings usually do, with comparatively heavy capital 
expenditure, the income to begin with is not likely in many cases to be 
sufficient to meet the debt charges and other expenses. In the case of 
a company, the shareholders take the risk of getting no return for a time 
on the capital they invest, but they expect to recoup themselves later on 
from the dividend which the growing value of the monopoly enables the 
company to pay, and from the appreciation which ensues in the value of 
their shares. A local authority cannot, however, raise money in this way. 
It must pay interest on the capital it puts into an undertaking from the 
moment it is borrowed. If the only security it has to offer is the under- 
taking itself, it might soon find itself in difficulties. It might not be 
possible to raise the necessary capital, or the terms on which the money 
could be borrowed might be unduly onerous, or the initial income might 
be insufficient to meet the expenditure. It has hitherto been regarded 
as one of the advantages of a local authority in trading over a private 
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undertaker, that it can more readily and at less cost, raise the necessary 
capital with the credit of the rates behind it. Withdraw this credit 
and the result might be disastrous. The result of a deficit in one or two 
years might lead to the calling in of loans. Undertakings becoming 
embarrassed might require to be liquidated. If, in the process, the mort- 
gagees lost their money or part thereof, the whole credit of the local 
authority would be affected. In these circumstances it does not appear 
to be feasible to leave the local authority to raise the necessary capital 
solely on the security of the undertakings even though those undertakings 
consist of monopolies, and the question then arises how far the other 
resources of the authority are to be pledged, and if necessary called upon 
to meet the expenses of the undertakings. 

This question likewise falls to be determined in the light of the axiom 
already laid down that all that a local authority is entitled to demand is 
reasonable and necessary facilities to finance its undertakings. It has 
been shown that the existing provisions vary and range from no security 
to mortgagees, apart from the undertaking itself, to a complete guarantee 
of all liabilities in connection with the undertaking. In the latter case, 
there is no limit to the extent to which the ratepayer may be called upon 
to contribute. On the other hand, in connection with most of the 
important services, such as public health services, which the local 
authority provides and which are mainly supported from the rates, there 
is a statutory limit to the rate which may be imposed. At any rate, that 
is the position in Scotland whatever may be the position in England. 
If the ratepayer is entitled to this protection in connection with essential 
services, it does not seem to be inappropriate to define in some form the 
extent of his liability in connection with public undertakings. Under the 
existing provisions where he is made responsible, his liability is generally 
unlimited with one exception. This exception relates to gas undertakings 
where he is responsible only for the debt charges such as the payment of 
any annuities granted in satisfaction of the purchase price, interest on 
money borrowed for capital purposes, and sinking fund. It has not been 
suggested, so far as known, that this guarantee has proved inadequate, 
and it should be sufficient in all ordinary cases and be applied generally 
to public undertakings owned by local authorities. In cases where the 
circumstances are exceptional, it would still be open to the local authority 
to go to Parliament and ask for further powers which might be granted 
if a case for exceptional treatment were made out. With such a guarantee 
the local authority should be able to raise the necessary capital on reason- 
able terms, and the ratepayer’s liability would be defined. The circum- 
stances must be very exceptional where an undertaking which receives 
so little support from the public as not to be able to meet the working 
expenses apart from the debt charges, requires to be further bolstered 
up by the ratepayers. 
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There remains the important question of the application of the re- 
venues. In this connection there is a sharp cleavage in opinion and 
practice, and to some extent also in law, between England and Scotland. 
In England it is the general custom, it is understood, to apply the free 
revenue or a substantial part thereof to the relief of the rates. So much 
indeed is this the policy that the charges for the services provided or 
the commodity supplied are so fixed as to leave a surplus at the end of 
the year for the purpose. In Scotland the general practice is exactly 
the reverse. Even in cases where it is competent in law to permit of a 
surplus being so applied, it is not generally done although there are no 
doubt exceptions. The rule is to budget for a revenue to meet the costs 
of working and maintaining the service and to carry any balance on the 
year to the credit or debit of the following year. There are, of course, 
arguments in favour of either course. From the ratepayer’s point of 
view, if he is to be made responsible for a loss it is only equitable he will 
argue that he should share in a profit. Where, however, in the case of a 
monopoly, it is competent to fix more or less arbitrary charges within any 
limits laid down by Parliament, the amount of profit must be more or less 
arbitrary also. It is no doubt largely due to the desire on the part of 
local authorities to secure for themselves the profits and control of mono- 
polies that has led to the expansion of trading on their part. With respect 
to profits there is one aspect in connection with such monopolies that arises 
here. This concerns what is commonly known as unearned increment 
or wealth arising from the presence of the community. There is an 
unearned increment or value attaching to every monopoly corresponding 
somewhat to what is known as goodwill in the case of an ordinary business. 
With the increase of population in a growing community—and this has 
been the feature of most burghs of any consequence in this country during 
the last century—this value tends to enhance, a value which is retained 
for the community if the undertaking is in the hands of the local authority, 
and if the ratepayer gets a share of the profit he will no doubt claim to be 
merely sharing in the wealth he has himself contributed to produce. 
Apart from these aspects, there is the purely business point of view that 
such undertakings are to be regarded merely as commercial ventures on 
the part of the local authority, the profits of which should be treated as 
the profits of any other business, and be available for disposal by the 
authority in the way it thought best. In the other view, the undertaking 
is vested in the local authority for behoof of the community as represented 
by the consumers and users, and the profits, if any, should be applied in 
reduction of the charges for the commodity supplied or the service 
rendered, so that those who pay should get the benefit. This view appears 
to be more consonant with the professed purpose of trading by local 
authorities which is to provide essential commodities and services under 
the best conditions, and on the best terms. That purpose cannot be 
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attained if the undertakings are to be run for the purpose of relieving the 
ratepayers at the expense of the consumers and users. Should, however, 
the ratepayers have to contribute under such a guarantee as has been 
suggested either in the initial stages of an undertaking before it has been 
established on a self-supporting basis or at any other time owing to 
insufficiency of revenue from any other cause, it is only equitable that an 
equivalent contribution should be made from the profits to the rates 
when such are available, but subject to this qualification, the undertakings 
should be carried on in their own interest and commodities and services 
provided at cost price. 











The Sphere of the 


Accountant and the Economist 


in the Administration of Public Utility Service 
By F. J. Avpan, F.S.A.A. 


beac many phases of the administration of public ‘utility services 
which are being dealt with in other papers at this Conference, 
make it obvious that the scope of this one ought to be construed somewhat 
strictly ; even so, I am afraid that in this attempt which mainly deals 
with the “ Sphere of the Accountant ”’ I may considerably trespass upon 
the paper of my former Chief in the National Insurance Service, Sir 
Henry N. Bunbury, K.C.B. 


(1) The Scope of the Accountant. 

The accountant’s position in relation to a public utility service is 
difficult to delimit. 

Some distinction may be drawn between undertakings carried on by 
local authorities and those under the control of statutory companies. 
Generally speaking, the duties of an accountant to a public utility service 
undertaken by a local authority will embrace all those devolving upon 
an accountant in a privately owned undertaking. 

Primarily the duties of the accountant are in regard to the systematic 
ascertainment and recording of financial facts, the tabulation of these 
facts, and their periodical presentment in summarized form. This may be 
regarded as representative of the scope or sphere of an accountant a 
generation ago. Since then the extent of his activities has considerably 
widened. 


(2) The Accountant as a Contributor to Economic Science. 

I recall that at a conference of Incorporated Accountants held in 
November, 1921, at Liverpool, Sir Josiah Stamp laid down the gage of 
battle in his statement :— 

““T make this serious indictment of Accountants. 

“Scientific Accountancy has now been developed for some 50 years, but I 
cannot trace that it has yet made a single substantial contribution to economic 
science over its own field of the analysis of the results of industry, although it 
has practically a monopoly grip of the required data. I am not referring so much 
to costing details, which are hardly uniform yet, as to the ordinary trading 
results, balance sheets and their details.” 

While the conference did not accept Sir Josiah’s “ capital charge 
against accountancy ’’ his emphasis of the need of stronger relationship 
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between the workers in the field of economics and the members of the 
accountancy profession was most timely. 


(3) The Abstracts of Accounts of Local Authorities. 

At that conference it was pointed out that valuable data had for the 
past decade been compiled and made easily available in the abstracts 
of accounts published by the larger local authorities. 

Hereon it may perhaps be added that these abstracts have become 

volumes of such magnitude as almost to defeat the very object of their 
compilation. To the earnest student of the work of a local authority, 
and the services and public utility services which it controls, these 
abstracts are a perfect treasure of information. Income and expenditure 
are set out in surprising detail, andstatistical matter and unit costs abound. 
But to the ordinary ratepayer, the abstracts are apt to be confusing 
because of their very size and scope. 
-During the last few years, however, the admirable practice has evolved 
of issuing epitomes which, within the confines of say a dozen tables— 
each limited to a page of simply expressed figure-facts—“ Bovrilise,” 
as it were, the essential elements in the accounts of the local authority. 
Notable examples of these are the Birmingham and Cardiff epitomes. 


(4) The Dependence of Economics upon Statistics. 

Extraordinarily dependent is the science of economics—if it is to be 
of greater practical utility in the solution of our present-day problems— 
upon statistical investigation. To obtain a knowledge of the theory of 
economic science is a comparatively simple matter, but to test this theory, 
and apply it to every-day affairs, much greater use must be made of 
statistical verification of the economic theory. 

Statistics may in this sense be regarded as the gap between the 
accountant and the economist. The difficulty lies in deciding who should 
bridge the gap. The accountant in his daily work is constantly handling 
the material which the economist requires. The accountant, however, 
without a good grasp of the science of economics, may be incapable of 
dealing with the data at his disposal. This stresses the need for widening 
the training and outlook of accountants, and it is gratifying to find that 
the recognized bodies of Accountants now give definite place to the 
“economic ”’ side in their examinations. 

For instance, in the Chartered Accountants’ Final Examination 
“Costing”? is a compulsory subject, and ‘‘ Economics ’’ is one of the 
optional subjects. 

In the Incorporated Accountants’ examinations there are three 
separate compulsory papers dealing with— 

“ Statistical Methods.” 
“ Cost Accounts.” 
“‘ Elementary Economics.”’ 


we 
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The syllabus of the Institute of Municipal Treasurers and Accountants 
(Incorporated) includes a separate compulsory paper on “ Statistics,” 
and the subject of “Economics” is made the primary part of the 
“General Commercial Knowledge ”’ paper. 

The accountant of to-morrow should, therefore, be more fully attuned 
to the point of view of the economist. 


(5) Internal Check, Internal Audit, etc. 

A new development in the scope of the accountant’s duties during 
the last decade is in regard to what is known in accountancy as “ Internal 
Check.” It is not now regarded as sufficient unless the accountant frames 
a system of control whereby leakages and fraud on the part of any 
employee become difficult. This involves a judicious distribution of 
duties and the introduction of a sound system of accounting. (judicious 
may perhaps be italicized—without that saving quality ‘‘ internal check ” 
may be mistaken for “ infernal cheek.’’) 

The accountant is often expected, in addition to the introduction and 
maintenance of an efficient system of internal check, to conduct a con- 
tinuous audit of the transactions of the department. This audit should, 
as far as possible, be complementary to, and not a substitute for, an 
efficient system of internal check. In other words, it is of greater 
importance that the system be on right lines than that each individual 
transaction should be subjected to a number of audit checks, which to 
a certain extent must impede the smooth working of the system. By 
inaugurating a satisfactory system, the need for a detailed audit of each 
and every transaction considerably diminishes. 

The accountant has long ceased to be regarded as a mere book-keeper 
or ledger clerk ; this is particularly so in the case of local authorities. 
The broader view now taken of the sphere of the accountant places him 
more in the position of a financial controller and adviser than a mere 
recorder of the transactions of the undertaking. 


(6) Statutory Regulations. 

The work of the accountant in connection with public utility services 
is necessarily dependent in a large measure upon— 

(2) The information which is required by statutory regulations ; 

(6) The forms of accounts and statistics which are prescribed ; 

(c) The returns required by Government Departments. 

The accountant must primarily see that the figures of income and 
expenditure which he compiles produce the information required by 
statutory or standard forms of accounts and returns. 

Happily it does not follow that in classification and detail we need 
regard such forms as the maximum information to be provided ; of late 
years very considerable statistical detail has been compiled with the 
object of showing “ unit costs” in true and illuminative detail. 
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(7) Reference need only briefly be made to the very detailed forms of 
accounts and statistics which are prescribed pursuant to the Railways 
Act, 1921. These forms have for their object the giving of statistics and 
information on the question of efficient management and control of 
profits, because the profits are controlled under the provisions of the 
Railways Act, 1921, and the railway rates tribunal. Intricate statistical 
information accompanies these accounts. 

A recent session of the Railway Rates Tribunal which is engaged in 
determining the standard revenue that the railway companies are entitled 
to earn under the Railways Act, 1921, as a preliminary to the determina- 
tion of the rates and charges calculated to produce that revenue, indicated 
the extent to which the decisions of the tribunals are necessarily dependent 
on the work of the accountant. The companies’ case mainly rested on 
figures compiled by their accountants; the same figures were the basis 
of criticism by opponents as to the companies’ estimates being either too 
high or too low. 


(8) In regard to some of the other chief public utility services, the 
following tabulation may be of interest :— 





Service. Companies, Local Authorities. 





Gas . 3 . | Accounts prescribed by sec- No accounts prescribed.! 
tion 35 of Gas Works Clauses 
Act, 1871. Form of ac- 
counts contained in Schedule 
B. to Act of 1871. 
Electricity . | Accounts to be published in 

form prescribed by Board | Sanat 
of Trade (Section 9, Electric | 7 
Lighting Act, 1882). 

Water ‘ 
Tramways -~| No accounts prescribed. No accounts prescribed. 
Omnibuses 











(9) Costing. 
Costing is a new technique of accountancy—“ Control by Costing ”’ ! 
The ordinary financial accounts which are produced at the end of the year 


1 Standard forms of accounts for Local Authorities are given in the Report of the 
Departmental Committee on Accounts of Local Authorities, 1907, in respect of the 
following undertakings :— 

(a) Electricity ; 

(b) Gasworks ; 

(c) Waterworks ; 

(@) Tramways ; 
and are generally followed. 

Omnibuses frequently form part of the Tramway Undertaking, and the classification 
of Revenue Expenditure is usually the same as for Tramways. 
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show in aggregate the results of a year’s operations. The organizer or 
economist, however, requires something more than aggregate results, 
He requires detailed records and returns of the cost of different sections 
and subsections of the service. This information is required promptly, 
otherwise its value is detracted from. By this means it is possible to 
detect and reduce excessive costs while at the same time increasing 
efficiency. 

With the extended employment of costing systems, each concern 
must be accumulating a store of valuable information. At the present 
time information of this sort is rarely available to the economist, and in 
view of the influences of competitive business there would appear to be 
little prospect of a general release of this information. Public utility 
concerns are, of course,in a different category in this regard,and valuable 
statistics of working costs, tariffs, capital and plant, &c., are available 
through His Majesty’s Stationery Office and otherwise. 


(10) Ascertainment of Working Costs. 

The function of the accountant is to present “ Truth ”’ expressed in 
figures—“ the truth, the whole truth, and nothing but the truth.” 

The dissection of figures is, however, far from being the simple matter 
of adding 2 and 2. The following views recently expressed by a railway 
accounts expert are indicative of the difficulty of determining ‘‘ What is 
Cost 2?” :— 


“In order to fix charges calculated to produce a pre-determined net revenue, 
it is clearly essential to be able to estimate working costs with accuracy. In 
so far as railways are concerned, we are at the outset faced with a problem the 
existence of which is not generally realized, namely, the IMPOSSIBILITY of 
determining the Exacr cost of hauling any particular commodity or class of 
traffic, or performing any particular service. This is owing to the extraordinary 
difficulty—virtually an impossibility—of debiting any class of traffic with its 
sxact share of overhead charges, which make up a large percentage of total 
railway expenditure. It is NoT even FEASIBLE to effect an EXACT ALLOCATION 
of total working costs as between passenger and goods traffic, since so many forms 
of expenditure, such as track maintenance, signalling, and general administrative 
charges, are common to both. At best any allocation can only be approximate 
and to some extent arbitrary, such as on the basis of the relative receipts from 
the two branches of the business, or the proportion of the total train-mileage 
worked in respect of each... . 

“. . . It is far easier to allocate revenue under different heads than it is to 
do the same in regard to expenditure. It is conceivable that a very detailed 
system of accounting might show with reasonable accuracy how much of the total 
cost of locomotive power, including depreciation, should be debited to passenger 
and goods traffic respectively, BUT THE COST, TIME, AND LABOUR INVOLVED WOULD 
BE OUT OF ALL PROPORTION TO ANY BENEFITS THAT MIGHT ACCRUE FROM THE 
COMPILATION OF SUCH STATISTICS. Moreover, they would still fail to indicate 
the cost of carrying any particular class of traffic. In regard to such forms of 
expenditure as signalling, track maintenance, and supervisory charges, even the 
most meticulous compiling of statistics would not enable costs to be allocated 
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with entire accuracy. One has often wondered whether these factors received 
due consideration at the hands of the framers of the Railways Act, 1921, who 
do not seem to have realized the extent to which the fixing of rates and charges 
on a basis calculated to produce the standard revenue allowable under the Act 
must inevitably be complicated by the intricate problem of determining the 
incidence of working costs.” 


(11) Difficulties of Accountancy Development. 
The introduction of a new or improved system of accounting is not 


an easy matter. Apart from the disfavour with which any scheme is 
looked upon by the existing regime, the technical processes involved are 
considerable, and their grafting into an existing system is a task of 
great complexity requiring skill, tact, and time. 


As indicative of the difficulties inherent in the establishment of a 


new system of accounting, one may recall that as recently as 1924 the 
Committee appointed to Report on Adminstration of, and Accounting 
for, Army Expenditure (Cmd. Paper, 2073) stated :-— 


“That the new system ‘ has potentialities in it which are altogether lacking 
in the old system.’ We go farther and say that it is proved to demonstration 
that, by a proper system of accounting, economies to an extent at present quite 
unrealized can be effected. Until the Army as a whole appreciates the use which 
may be made of the information afforded by a proper system of accounting, it 
is impossible to obtain the best and most economical administrative results. It 
would be idle to pretend that the new system has been received with favour 
by the Army as a whole, and this fact we attribute to various causes, amongst 
which may be mentioned :— 

‘“‘ (a) The use of the title ‘ Cost Accounting,’ which is misleading and gives 
rise to the belief that the additional expenditure on producing the new 
accounts is incurred merely to produce ‘ cost accounts,’ as the term 
is understood in the commercial world. The fact is that prior to the 
introduction of the new system there was nothing in the Army outside 
the War Office worthy to be called by the name of ‘ accounts,’ and while 
in the outside world more and more use was being made of accounts 
for the purpose of administration—not only by commercial concerns 
but also by outside public bodies—the Army had adhered to methods 
which had long since been obsolete. 

“ (b) The fact that the introduction of the accounts has not been accompanied 
by increased administrative responsibility. An officer cannot be ex- 
pected to take much interest in an account of expenditure which he has 
no power to control. 

“‘ (c) The apparent absurdity of the results produced by the accountants in 
certain cases. This, while regrettable, has been to some extent unavoid- 
able in the creation of an entirely new system, where fresh accounting 
problems, for the settlement of which no precedent existed, were 
constantly arising. Moreover, those to whom the accounts were pre- 
sented were in many cases unable to draw the right conclusions from them. 

““(d) The feeling, unfortunately existing in some quarters, which is ex- 
pressed in a statement reported to us: ‘ We hate these accounts and 
are being spied upon.’ The new system has from the first been subjected 
to the suggestion that the accounts are not worth what they cost, and 
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the natural reply is to point to savings which have already been effected 
as the result of the accounts. The present feeling cannot be removed 
until it is accepted as a fact—that a proper accounting system is as 
necessary to the efficient administration of the Army as a proper medical 
service is to its health, and that there can never be any question of 
reverting to the old unscientific forms of account which existed before 
the new system was introduced.” 


It must be a matter for regret that a system possessing such potenti- 
alities should have been abandoned within the past six months or so 
largely because of the overlapping of the financial and costing accounts 
and the difficulty and expense of reconciling the same. 

Without entering into the details of this particular matter, which are 
outside the writer’s intimate knowledge, one may be permitted to say, 
by way of illustration, that similar battles have been fought over and over 
again in connection with public utility and other accounts, and had 
similar arguments prevailed the accountancy of to-day would still be the 
accountancy of yesterday. It is nevertheless some comfort to observe 
that the Secretary of State for War announces that many of the “ side 
lines ” of the Army are to be “ costed.” 


(12) “‘ Control by Costing ’’—Attitude of Ministry of Health. 

It is gratifying to turn to a recent pronouncement of the Ministry of 
Health on the question of the methods of keeping costing accounts in 
connection with the collection and disposal of refuse and street cleansing 
by Local Authorities. The Ministry say— 


“Tt should be possible to effect considerable savings in the present 
expenditure on the collection and disposal of refuse and on street cleansing, with 
improved, rather than reduced, efficiency ; this fact has already been proved in 
practice in several towns. 

“THE SECRET LIES IN THE KEEPING OF EFFECTIVE COSTING RETURNS. . . 

“ It is urged that it is only by regular returns on the general lines of the report 
that the responsible officials can keep satisfactory check on the work, and any 
small additional expense in this connection should be amply repaid by the 
savings which can be effected. . . . 

“For the lay administrator, whether member of a Local Authority or official, 
the matter to be emphasized is that REGULAR COSTING RETURNS ARE AN ESSENTIAL 
OF ECONOMICAL ADMINISTRATION, and, where they are not now obtained, there 
probably an opportunity for saving money is being neglected. What is required 
for the layman is a return which shows in as simple a form as possible the material 
facts from which the economy of the service can be judged, and an assurance 
that the return is reliable and includes all the relevant items, and it should not 
be difficult to fulfil these requirements. 

“ It is suggested that the responsible Committee should always require returns 
of this kind to be placed before them each month. . 

“One caution is necessary in this connection, that Committee and officials 
should not be content with vague estimates, which may be very misleading. 
Some estimates will be unavoidable in some cases. . 

“ It is not suggested that as detailed accounts as are proposed in the report 
should be kept at all places, however small. . . . 
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‘‘ WHETHER A PLACE IS BIG OR SMALL, HOWEVER, IT WILL PAY TO KEEP COSTS 
IN THE MEASURE OF DETAIL REQUIRED BY LOCAL CONDITIONS.” 


“Control by Costing’’ is evidently a slogan of the Ministry. 


(13) Ina paper given about a year ago by Mr. I. G. Gibbons, Assistant 
Secretary, Ministry of Health, on the “ Finance Officer,” he said in reply 
to criticisms arising on the discussion— 

“. .. Some of you may think we are going costings mad. Well, my 
experience for the moment leads me to this inclination, that if you can find a dog 
that is costings mad, sell it to me and I will see it is sent adrift along the country 
at once to bite a sufficient number of local authorities.” 


(14) The Value of the Balance Sheet. 

It has been stated that the usual commercial balance sheet as pre- 
pared by the accountant is of little value to the economist owing (7nler 
alia) to the “ excessive ’’ caution with which the assets are written off 
against profits. As a result, it is said, it is impossible to ascertain the 
amount of capital employed in the business. This charge, however, 
cannot, generally speaking, be levelled at the balance sheets of public 
utility undertakings. In these cases the balance sheets are invariably 
prepared on what is known as the “‘ Double Account System,” by which 
the capital outlay is retained in the accounts at its cost price. The 
danger in this case is in the opposite direction, viz. that capital no longer 
employed is retained in the accounts. 

That the balance sheet can be greatly improved in the information it 
gives and in showing the basis upon which capital and other expenditure 
and items are brought into the balance sheet cannot be gainsaid. The 
question of aggregating the balance sheets in connection with holding 
companies is, too, a subject in itself. 

Those critics who expect the balance sheet to be an indication of 
“value”? must, one thinks, remain disappointed. Nevertheless, the 
balance sheet as accountants understand it to-day can certainly be made 
much more useful that it is. In most cases, as little information as possible 
is conveyed to the shareholder by the modern balance sheet, and in many 
others, the PUBLISHED balance sheet has become a matter of form. 

Sir Josiah Stamp observed recently that balance sheets were apt 
to be too legalistic. They tended, he said, to record what had happened 
to the capital of a business, rather than to record the success or failure 
of the year’s work. ‘ Think of the balance sheet from the realistic 
point of view, and not the legalistic,” he said, ‘‘ and a flood of light will 
come upon you.” 

I am afraid the speaker is expecting too much of the accountant. 
The balance sheet is the balance sheet of the company, and reform 
must start with those responsible for policy. At present the poor account- 
ant is ‘‘ chained” to the narrow legalistic position, however much he 
may desire to soar above it. He commits himself only to the statement, 
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“That the balance sheet . . . is properly drawn up so as to exhibit 
a true and correct view of the state of the company’s affairs ACCORDING 
to the best of my information and explanations given to me and as shown 
by the books of the company.” 

“ Truth ” and “ correctness ’’—but ‘‘ ACCORDING TO . . .”—you may 
say, but there it is at present ! 


(15) Basis of Tariff of Charges. 

There would appear to be no dearth of topics for economic inquiry 
in public utility concerns. To select one—what are the economic issues 
in the framing of a tariff of charges for a public utility undertaking ? 
There are many others, some of which are lightly touched upon hereafter. 


(16) Cost of Service compared with Value of Service. 

Actual cost may not always be considered a desirable basis of charge. 
For instance, complaint is often made by home producers that the railway 
rates on foreign goods carried from certain ports to London are less than 
the rates charged for British goods conveyed half the distance. Thus 
it is stated that French garden produce is carried from Folkestone to 
London for less than is charged for conveying the same class of goods 
from Tonbridge ; the railway companies refuse to recede from this posi- 
tion on the ground that the ordinary rate is such as will cover all the 
expenses of transporting the goods, while the rates charged on the 
imported goods are such as the traffic will bear. If the railway rates were 
increased the goods would be sent by sea. As the plant is available 
the railway company find it cheaper to transport the imported goods at 
a lower rate than to lose this revenue. The fares on the imported goods 
cover the extra expense to which the railway is put in transporting these 
goods. 

Thus two distinct principles are observed in framing railway 
rates, viz. :— ; 

(a) The cost of service basis ; and 

(b) The value of service basis. 

In the first case the rates are determined after taking into account 
all costs incidental to the service rendered. The value of service basis 
implies that the rates charged are such as the goods carried will stand. 


(17) Consumer versus Consumer. 

Although a public utility service may in the aggregate be operated 
on a “cost basis’’ this does not prevent one class of consumer being 
subsidized by another class. If it is the intention that each class of 
consumer shall be charged with the actual cost of consumption, it follows 
that it will be necessary to allocate the costs of the service between the 
different classes of consumers. It is not, however, to be implied that 
“cost ” is always a desirable basis for framing a tariff of charges. Other 
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principles are sometimes adopted, e.g. children’s fares on tramcars and 
omnibuses. 


(18) Electricity Charges in Relation to the ‘ Peak” Load. 

In the case of the supply of electricity a problem arises from the 
fact that electricity cannot economically be stored and that the demand 
is not spread evenly over the whole day, a maximum demand occurring 
during certain hours of the day. The plant and equipment of the under- 
taking must of course be sufficient to meet the “ peak’ period. A basis 
sometimes adopted of allocating electricity costs between those consumers 
who require their supply during the peak period, e.g. lighting consumers, 
and those whose demand occurs at other periods of the day, e.g. power 
consumers, is to deal separately with standing costs and running costs. 
The standing costs are usually allocated between the different classes 
of consumers on the basis of kilowatt demand of each class of supply, 
while running costs are divided according to the number of units consumed 
by each class. On this basis the brunt of the heavy charges in respect 
of the provision of electrical equipment, falls upon those consumers whose 
demand occurs at the peak period. Thus it is that power consumers 
whose demands occur during the daytime can be supplied at very cheap 
rates. 


(19) Price and Demand. 

Then, of course, the effect of the policy adopted on the development 
of the undertaking must be considered. It is an economic axiom that 
other things remaining the same, an increment in price leads to a 
diminished demand. It is possible, therefore, that by operating an under- 
taking on a “ profits ’’ basis, the expansion of the service will be checked. 
The effect of the higher prices does not end here. The law of substitu- 
tion, the law of increasing return, and the elasticity of the demand must 
also be taken into account. 


(20) Ratepayers versus Consumers ! 

Two distinct policies are pursued by local authorities in fixing the 
charges for what may be termed “ trading undertaking services.’’ The 
first is to keep the price of the commodity or service at the lowest figure 
possible without running the undertaking at a loss. The other policy 
is to impose charges upon the public in excess of the cost of the services 
rendered, with the object of utilizing the resultant surpluses in relief of 
rates. Sometimes, however, the local Acts relating to a public utility 
concern forbid the transfer of profits to rates. 

The economics of this subject are involved and worthy of inquiry. 
Primarily, the customers of a public utility service on the one hand and 
the ratepayers on the other are not identical bodies. Thus a colliery 
company may be a large ratepayer while generating its own supply of 
electricity. In these circumstances it is possible for the colliery company 
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to be relieved of part of its rate burden at the expense of the other rate- 
payers (or alternatively to be charged with part of the cost of supplying 
electricity to other ratepayers). 


(21) Transfer by Public Utility Undertakings of Profits in Aid of Rates. 

This subject will no doubt be dealt with in other papers. I there- 
fore content myself with mentioning that while in most cases such transfers, 
are made haphazardly, in a few instances an attempt has been made to 
calculate the transfer on definite lines. For instance, the view broadly 
taken and acted upon by the Cardiff Treasurer is that as the Corporation 
can by reason of its credit borrow money at about 1} per cent. (interest 
per annum) cheaper than a Public Utility Undertaking, not having the 
security of the Corporation behind it, transfers corresponding to this 
figure ought to be paid from certain trading undertakings in relief of 
rates. 


(22) Local Authority—Inter-Departmental Services. 

A minor problem which confronts the accountant is to see that public 
utility services run by a local authority are charged with an equitable 
share of central services, i.e. those of the town clerk, borough treasurer, 
etc., and for the use of offices. One sometimes notes that for income tax 
purposes a larger charge against departmental accounts is made, and 
easily justified, than actually appears in such accounts ! 


(23) The Law of Substitution. 

One may pause to consider the question of charges from the point 
of view of the consumer. One of the chief factors to be borne in mind 
is the operation of the law of substitution : ‘‘ When more than one means 
of producing a given result is known and available the least costly 
will be selected.’’ This is an economic tendency which reveals itself in 
every branch of economic inquiry. The law operates so as to substitute 
more efficient methods for less efficient methods or to substitute cheaper 
commodities for more expensive ones. In order that this economic 
tendency may operate freely it is necessary that an alternative be 
available. As public utility services are often run under monopolistic 
conditions it may be that there will be no scope for the operation of the 
principles of substitution. Where there is an alternative, a maximum 
automatically operates upon the charge which can be made in respect of 
the services rendered by the public utility concern. Thus, if the same 
route is traversed by both omnibuses and tramcars, increased tramcar 
fares over and above those charged for omnibuses will bring into play 
the law of substitution whereby the public will select that service which 
is cheapest. 


(24) Elasticity of Demand. 
Another important economic doctrine which must constantly be kept 
in view is the elasticity of demand. One knows that, in general, the 
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demand for goods depends upon the price, and that a small alteration 
in the price effects in some cases a comparatively big difference in the 
demand. In such a case the demand is said to be elastic. When the 
demand for goods does not fall or rise appreciably with variations in the 
price, the demand is said to be inelastic. In considering the elasticity 
of demand in relation to public utility services it is necessary to keep 
before one the fact that these services are often provided in the absence 
of the influence of competition. Thus an increase in tramcar fares may 
result in a considerable number of people walking instead of riding to 
their daily business. Similarly higher charges for lighting will tend to 
make people more economical in the use of gas and electricity. An 
increased price may therefore be the cause of such a shrinkage in demand 
that the income of the undertaking is reduced instead of increased. 
Generally speaking, the demand for the necessities of life, among which 
may presumably be classed water, gas, and electricity, is inelastic. The 
elasticity of demand is, however, a factor which should always be borne 
in mind when alterations in the charges of the services of public utility 
concerns are under consideration. It is, for instance, possible by reducing 
the fares of tramcars and omnibuses to increase the total revenue of the 
undertaking, owing to the greater demand at the lower price. 


(25) Local Authority Boundaries in Relation to Public Utility Services. 

It would, of course, not be correct to assert that the existing boundaries 
of local authorities were originally fixed without rhyme or reason. 
Certainly, however, those boundaries did not usually form the most con- 
venient and economical line for the division of public utility services as 
between one local authority or company and another. Nevertheless, one 
of the chief factors mitigating against the extension and development 
of public utility services has been the boundary line of the local authority ! 

The pending Electricity Bill is one example of an attempt to override 
local authority boundaries ; the history of gas and water legislation is 
full of examples. 

Hence have evolved many instances of joint boards for these purposes. 
The policy has even extended to omnibuses, for in the current session 
of Parliament the Mynddislwyn and Bedwellty Councils have joined 
together for the purposes of a Joint Omnibus Board. 

Where, however, a joint board is not formed, but one town undertakes 
the responsibility for operating a public utility service over the area of 
other authorities, complicated problems arise as to the charges to be made 
in order that justice may be done as between the respective ratepayers 
and consumers. 

For instance, in connection with a water undertaking it would be 
manifestly unfair to charge an outside district the same rate of water 
charge as the inside area, particularly if the inside area had also to pay 
a deficiency rate. 
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It can, moreover, be argued that the ratepayers of the inside area 
who provide the capital and take all the risk of the undertaking are 
entitled to a certain “ profit ’’ to cover this service and risk. 


Depreciation. 

(26) The question of depreciation of plant and equipment is of vital 
consequence in arriving at costs. 

Herein an important difference arises between companies and local 
authorities. 

So far as companies are concerned one method of handling deprecia- 
tion, although not uncommon, cannot be justified, ie. to wait until the 
end of the year, and then if the profit and loss statement shows that a 
good profit has been earned to charge a part of this profit to depreciation. 
If, on the other hand, the profit and loss statement shows little or no 
profit, nothing is charged to depreciation. The view that plant and equip- 
ment have not worn out because no profit has been made is obviously 
fallacious. 


(27) In the case of local authorities, the sinking fund for the redemp- 
tion of debt which is a compulsory charge upon the revenue account is, 
in general, at least equivalent to provision for depreciation. 


(28) Critics of municipal finance, particularly of trading departments, 
have put forward the contention that local authorities ought to provide 
not only for redemption of loan debt but also for depreciation, maintaining 
that the redemption of loan debt (being a statutory requirement peculiar 
to local authorities) was not relevant to the question of depreciation. 
It may, however, be taken as the general view that, provided the loan 
period does not exceed the life of the asset, the double charge—deprecia- 
tion and loan repayment—is not necessary. 


(29) In the past the practice of equating periods for the redemption 
of loans for a variety of objects—short-lived and long-lived assets being 
merged in the same equation—occasioned difficulties due to short-lived 
assets needing renewal before the equivalent sinking fund had been 
completely created. The economist would doubtless contend that in 
theory the sinking fund should be deemed to accumulate on the same 
actuarial basis as the original equation, i.e. for the short-lived assets 
first ; Government Departments, however, in sanctioning borrowing for 
the renewal of an exhausted asset before the expiration of the equated 
period, have restricted the loan to the amount actually provided in the 
sinking fund. Part of the cost of the renewal of the short-lived assets 
thus falls upon the current revenue—an unsatisfactory result. 


(30) The practice of equating loan periods in such cases is now less 
prevalent ; it is obvious that renewals or depreciation funds should be 
created to meet the contingencies mentioned and also obsolescence. 
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(3z) In passing, it may be observed that where public utility services 
owned by companies, e.g. tramways, electric lighting, gas and water 
undertakings, are purchased by local authorities, it is often the case that 
only nominal provision, if any, has been made by companies in respect 


of depreciation. 


Local authorities have thus repaid the company not 


only the whole of their capital but a substantial additional amount for 
goodwill, and start their venture with a heavy load of what from one 


point of view may be regarded as 


“e 


nominal’’ capital. On the other 


hand, it is not suggested that there is anything inherently unfair in the 
usual basis of the purchase price, i.e. the net maintainable revenue ; 
this basis has no necessary relation to the capital actually expended. It 
is in these cases that the economist and statistician often want to get 
“behind ”’ the figures of the accountant. 


(32) The “loan’’ repayment versus “‘ depreciation ’ 


? 


aspect with its 


consequential problems is peculiar to local authorities. 


Basis of Charges to Revenue Account for Depreciation. 
(33) From the economists’ point of view, one may ask—What is the 
proper basis for the annual charge against Revenue Account in respect 


of the depreciation of industrial plant ? 


with certain comments. 


Various bases are here tabulated 





Basis of Annual Charge to Revenue Account 
in respect of Depreciation. 


Comments. 





(a) Percentage on fixed original cost or 
“straight line’ provision—equiva- 
lent to the “‘ instalment ’’ method 
of repaying debt. 

(b) Percentage on the reducing balance 
of cost. 


(c) Annuity or Sinking Fund. 


(d) Charging renewals to Revenue Ac- 
count as and when they arise. 

(e) Annual re-valuation, the ascertained 
depreciation being charged at once 
to Revenue Account. 





The equal depreciation charge together 
with increasing charges for repairs 
imposes a heavier burden in later years. 


Very high commencing percentage re- 
quired, but has the advantage that 
depreciation charges diminish as re- 
pairs tend to increase. 

The usual method adopted by Local 
Authorities for repayment of debt. 
Unscientific ; involves irregular charges ; 

and heavy charges in later years. 

Not practicable except certain small 
plant, tools, etc. 





(34) Adverting to railway charges the following extract as to their 
connection with depreciation may be quoted :— 


“It is equally legitimate to defray the expenditure entirely out of revenue, 
entirely out of capital, or to allocate the cost between revenue and capital account. 
In the last event, the usual practice is to debit capital with the difference between 


original and replacement cost. 


Each of these methods is financially sound, and 


under normal conditions the policy followed by any individual company would 
largely depend on circumstances. 
reckoned with in the matter. 


But the Railway Rates Tribunal has to be 
The larger the sums which a railway sets aside 
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out of current revenue for purposes of replacement or depreciation, the larger 
must be the amount that it has to collect from the public in rates and fares in 
order to earn the permissible standard revenue, Traders and railway users in 
general are therefore directly interested in seeing that depreciation and replace- 
ment expenditure are calculated on a scientific basis.’”’ 

(35) One may refer to the well-known case of the National Telephone 
Co. v. H.M. Postmaster-General (1913). The Court had to determine 
the “ then value ’’ of plant, etc., on the basis of a clause in an agreement 
which substantially followed Section 43 of the Tramways Act, 1870. 
The question of the method of calculating depreciation, assuming life and 
age to be agreed, gave rise to great divergencies of view between 
the parties. The Postmaster-General contended that the depreciation 
was properly measured by the ratio which the expired life bore to the whole 
life of the plant ; or, in other words, that the value on the ‘“ appointed 
day,” viz. 31st December, 1911, was represented by the proportion which 
the life still anticipated bore to the whole life. This method of calculating 
depreciation has been called the “ straight line method.”’ 

The company urged that, when the life of a class of plant was, as far 
as possible, ascertained, a sinking fund should be formed by the invest- 
ment every six months of an amount which, accumulating at compound 
interest, would produce at the end of the estimated life an aggregate 
sum equal to the original value of the plant when new. At any point in 
the life (they contended) the difference between the original value and the 
amount which at that point had been accumulated in the sinking fund 
was the value which should be paid by a purchaser. The company’s 
witnesses were, however, compelled to admit that they had never known 
the method adopted as between a vendor and a purchaser of plant. The 
Court rejected the sinking fund method and adopted the straight line 
method. 


(36) Depreciation (whether dealt with as loan repayment or otherwise) 
is a large and ever-recurring element in “ cost.’”’ Volumes have been 
written hereon by the economists, engineers, valuers, accountants, and 
others. How is depreciation—including obsolescence—to be adequately 
provided for, and equitably distributed, in point of time and from year 
to year, between the parties benefiting by the use of the plant? Large 
electricity schemes are under contemplation wherein this problem will 
become acute. Here is a wide sphere for the economist and the 
accountant. 


Water Schemes. 

(37) Basis of Charge. 

Water charges in this country are now largely regulated by the Water 
Undertakings (Modification) Act, 1921, which enables the Minister of 
Health to modify statutory scales of charges, so as to meet increases in 
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costs and charges due to circumstances arising since the commence- 
ment of the War. 

So far as the reward to capital is concerned, any such increase must 
not be such as to enable the company, with due care and management, 
to pay a dividend on the ordinary stock or shares of the undertaking in 
excess of the maximum rates prescribed for the undertaking or to make up 
the deficiency of any previous dividends which shall have fallen short 
of such rates. 


(38) Incidence of Charges. 

The basis upon which water charges ought to be allocated (a) as 
between various classes of water consumers, and (b) as between the 
consumer and the ratepayer, presents a wide field of research for the 
economist in which one ventures to suggest there could be considerable 
“levelling out.” 

Under the Public Health Act it is permissible to allow the whole cost 
of a water scheme to fall upon the ratepayers instead of being levied 
upon the consumers as a water charge. 

In a very large number of cases the water rate levied is quite insufficient 
to meet the cost, and a large deficiency rate falls upon all ratepayers 
whether they be consumers of water or non-consumers ; it also falls upon 
trade consumers who may already be paying an economic rate, per meter, 
for their water. 

Then again it is frequently asked why a water rate charged upon 
annual value and therefore in some measure according to “ ability to 
pay,” should in some towns, but not in others, include extra charges for 
baths and other amenities. There is endless variety and irritating lack 
of logic in this matter. The policy of ‘‘ we must get the revenues anyhow” 
is not good enough ; the incidence of charge can and should be adjusted 
scientifically by the economist. 


(39) Separation of “ Bulk” and “ Distribution ”’ Costs. 

The pressure of post-war costs has required a revision of practically 
all contracts entered into by water undertakers, particularly for supplies 
outside their own district, and in many instances it has become imperative 
to “ cost ” bulk supplies quite distinct from “‘ detailed ” or “ distribution” 
supplies. 

It is thus desirable in cases where, e.g.— 


(1) Bulk supplies are made ; 
(2) Supplies are given outside the area which is rated for any water 


deficiency rate, 
to adopt a method which distinguishes, as an integral part of the book- 
keeping system, the “cost ”’ of the specific services referred to from the 
ordinary ‘‘ detailed ’’ supply. 


413 















Public Administration 


(40) Loan Charges of Post-War Schemes much heavier than generally 
thought. 

Great difficulties have been experienced by water authorities in 
connection with the heavy loan charges necessitated by— 

(a) The post-war cost of constructing works as compared with the 
pre-war cost. 

(6) The higher rate of interest prevailing. 

(c) The higher sinking fund contribution necessitated by (a). 

Thus the difference between the pre-war and post-war loan charges 
may be illustrated from an actual example as follows :— 








Pre-War Figures. Post-War Figures. 
Construction Cosi— Construction Cost— 
Estimated ‘ £400,000 Now estimated at 2} times 
pre-war, viz. ‘ . £1,000,000 
Annual Loan charges— Annual Loan charges— 


(During first 10 years, after which 
interest rates were subject to 
revision.) 








% on pre-War 








vA Total. Estd. Cost. Total. 
£ s. d. £ ak £ 
Interest (4%) J, 2. @ 16,000 Say 6% average 
Sinking Fund (say) I2 0 2,400 for first lo years 15 0 O 60,000 
I 10 oO 6,000 
£4 12 0 18,400 {16 10 0 66,000 








Increased loan charges perannum_ . : : . 
~ os per £100 pre-war estimated con- 
struction cost . ; . : ‘ : ‘ ‘ 11 18 0 (%) 


£47,000 0 Oo 





This instance, which is unhappily not an exaggerated one, shows that 
post-war loan costs can easily be three and a half times those of pre-war 
days. 

As water costs, once a scheme is completed, consist mainly of loan 
charges, this large increase dominates the maintenance costs. 


(41) Manchester Bulk Supply Clauses, 1919. 

The unsatisfactory character of pre-war bulk supply clauses, 
particularly the financial aspects, is illustrated by the Manchester Cor- 
poration Act of 1919, which repealed existing clauses and agreements and 
substituted clauses which may be regarded as a model of their kind. 

Shortly, the Manchester scheme provided— 

(2) That the Corporation should issue “‘ construction notices ” three 
years before commencing any instalment of specified works. 
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(5) That local authorities adjoining the aqueduct who require a 
bulk supply from the Corporation, must issue “‘ reservation notices ”’ 
within the times mentioned, specifying their requirements. 

(c) That before assenting to such reservations the Ministry of Health 
must take into account the possibility of the local authority developing 
or utilizing local sources of supply. 

(d) That the total reservations should not exceed one-fourth of the 
total supply available, leaving three-fourths to Manchester, who provide 
all the capital and take all the risks. 

(ec) That any local authority granted a supply should pay annually 
in respect thereof, and in proportion to their reservation compared to 
the total estimated average yield— 


(i) Five per cent. interest on capital (including capitalized interest), 
the rate per cent. being subject to revision by the Ministry 
of Health at the end of 13 years and afterwards at the end of 
each Io years. 

(ii) Cost of maintenance and management, including rates and taxes. 


Moreover, it may be observed— 

(1) That the unfairness of a local authority refraining from making 
a reservation in the early stage of a water undertaking when the costs 
are heavy, but instead coming in at a late stage when the costs have become 
lower, is avoided. 

(2) That a local authority pays from the time it makes its reservation 
notice, and not merely from the time it takes water. 

(3) That while there is no contribution towards sinking fund or 
repayment of debt interest is payable in perpetuity. 

(Note.—If a proportion of the sinking fund were paid, the loca! 
authority contributing might justly claim some part in the ownership 
of the works when the debt had been repaid.) 

(4) Under sub-section 12, the Corporation may sell any water 
reserved, but not actually required to be supplied, giving credit to the 
authority/ies concerned for a sum to be ascertained as mentioned in the 
section. 


(42) Gas Undertaking, Consumer and Employee as Partners. 

The duty of the accountant to ascertain and compile true and accurate 
accounts is emphasized when both the consumer and the employee of 
the public utility service are to some extent partners in the scheme. This 
of course, applies to public utilities run by companies. 

In this connection one may pause to consider the methods applicable 
to gas concerns. 

Up to 1920 Gas Companies fell into two distinct classes, viz. : 

(a) Maximum Price Companies—i.e. those which are limited to a 
prescribed maximum dividend on their ordinary Stock and to a 
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prescribed maximum for gas. Within the maximum price they may 
make such a charge for their gas as will give them their maximum 
dividend, and, in addition, enable them to make up back dividends which 
have been paid at less than maximum rates. 

(b) Sliding Scale Companies—i.e. those which are subject to statutory 
provisions under which the rates of dividend on their ordinary Stock 
varies with the price charged for gas. A standard rate of dividend and 
a standard price per 1,000 cubic feet of gas are prescribed, and dividends 
may be paid at the standard rate when the price charged for gas is the 
standard price, or at rates higher or lower than the standard rate according 
to the number of pence by which the price charged is less or greater than 
the standard price. 

To meet difficulties which were experienced in financing gas concerns, 
whether working under the ‘“ maximum price”’ or the “ sliding scale ”’ 
scheme, the ‘‘ Basic Price system ’”’ was evolved, being first established 
by the South Metropolitan Company in 1920. A basic price of 11d. 
per therm was asked for and granted by Parliament. The basic dividend 
obtained was 5 per cent. for the old capital and 6 per cent. for the new, 
although 6 per cent. all round was asked for. The company may increase 
or reduce the price above or below the basic figure of 11d. The difference 
between the 11d. and the actual selling price is then considered as the 
consumers’ share of the surplus profits. This consumers’ share is three- 
quarters of the surplus profits, and the remaining one-quarter is to be 
taken and equally divided between the shareholders and such employee 
co-partners as are included in the Company ; in result, therefore, one- 
third of the amount by which the revenue falls short of what it would 
have been when selling at the basic price, is equally divided between 
shareholders and co-partners. 

Other companies have applied for and some have obtained Acts and 
Orders on the principle of the basic price—namely, Swansea, Cardiff, 
Sheffield, Chester, Windsor, and Harrogate. All these companies do not 
necessarily follow the South Metropolitan basis of three-quarters for the 
consumers’ share and the balance divided into equal amounts, but the 
principle in each case is the same, Harrogate, however, presenting special 
features :— 

In the Harrogate Act of 1921 the Company have a maximum dividend 
of ro per cent. and a maximum price of 133d. per therm. The basic 
price is 123d. per therm, and is apparently only used for the purpose of 
calculating the bonus of the co-partnership employee. He is to have a 
half per cent. on his wage or salary for each }d. reduction in price 
below the basic price, with a maximum of 6 percent. The price is subject 
to revision by the Board of Trade, due to any substantial difference in 
costs subsequent to the 1st April, 1921, and after the first revision the 

change is only to be made at five-year periods. 
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_ (43) The arguments for the basic price system may perhaps be tabu- 
lated thus—with observations thereon :— 





Arguments for Basic Price System. Observations. 





(A) Compared with | That it forms an excellent | But there is no limitation 


“maximum” and compromise between'the upon the price of gas, 
“ sliding scale ”’ security of the ‘“ maxi- which is the consumers’ 
system. mum price,” and the great safeguard. 
possibility of increased 
dividend afforded by the 


“ sliding scale.” 
(B) Basic dividend a | That from the consumers’ | Experience shows that the 


low one. point of view the basic basic prices already fixed 
dividend is a compara- were quite good bargains 
tively low one and can to the shareholders. 


never increase unless 
the price is reduced. 
(C) From shareholders’ | That the return on capital | This holds good whether 


point of view. can never get less than the management be good, 
the basic dividend. bad, or indifferent. 
(D) Emergencies. That under the operation | Under the Gas Regulation 


of the sliding scale a Act,1920, any Gas Under- 
rise in the cost of coal taking may apply to the 


and/or labour may re- Board of Trade for an 
duce dividends to such increase of their standard 
an extent as to be unjust price, whenever new cir- 
to existing shareholders, cumstances cause an in- 
and to render impossible crease in price. 
the raising of new capital. 

(E) Co-partnership. That the system guaran- | Co-partnership is and can 
tees bonus to the em- be applied under the 
ployee and to the share- sliding scale system. 


holder if the gas under- 
taking is worked eco- 
nomically and the cost 
of gas kept down. 

Economies in work- | That the effort to obtain | (i) This is true alse of the 


tr} 
a 


ing. increased dividends and sliding scale system. 
increased wages leads to | (ii) Economies are _ not 
economies in working. possible with a dis- 


tributing concern to 
the same extent as 
with a manufactur- 
ing concern. 

(iii) Lack of economy is not 
penalized by reduc- 
tion in aividend. 





| 
( 








Of late years Parliament has been loth to grant to gas companies 
the Basic Price system. 

(44) Discounts for Prompt Payment. 

The question of discounts for prompt payment in connection with 
public utilities may perhaps be noticed. Without deprecating the 


417 















Public Administration 


admitted value of this method to spur up the reluctant and recalcitrant, 
the writer has ventured to call such a discount a “ delusion.’’ Clear 
thinking is needed on this subject. The discount is really a PENALTY, and 
correct terminology would use this term, although it may not be so 
palatable to the payee who usually does not realize that in public finance 
the discount must to a great extent be added to the price or rate before 
it can be taken off. 

So far as the discount is intended to be equivalent to the INTEREST 
which would otherwise have been earned there can, of course, be no serious 
objection. 

But a discount given, as has been done within the writer’s knowledge, 
of ro per cent. (not “ at the rate of 10 per cent. per annum ’’) for accelerat- 
ing payment of a quarter’s electricity bill by say six weeks would—ex- 
pressed in yearly interest rates—have been viewed by the Committee 
which recently sat to consider amendments of the Money Lending Acts 
as utterly “‘ beyond the pale.” 

On the other hand, it MAy be regarded as reasonable that practically 
the whole cost of the collection machinery shall fall upon the non-prompt 
payers, and that this factor can fairly form part of the ‘‘ discount penalty ”’ 
in addition to true interest. But there is not time to argue the pros and 
cons of this problem, which must in any case be subject to local factors. 
Suffice it to say that it places “‘ capital ’’ on an exalted pedestal. 


(45) Financing Costs. 

Financing costs are an important element in connection with public 
utility undertakings, and have during the post-war period “ loomed 
large’ in connection with housing schemes. So far as local authorities 
are concerned, it has been the policy of Parliament—as already mentioned 
—to require that local loans—whether for public utility or other services 
—should be repaid within a limited number of years, and to prevent the 
establishment by any local authority of a permanent debt. 

It is doubtless well known to those present that to secure this object 
each general statute which confers borrowing powers upon local authorities 
specifies a maximum period for the repayment of loans raised under such 
powers. Within the limits thus established a discretion is left to the 
Government Department specially concerned with the matter for which 
the loan is required, to decide the exact term for the redemption of each 
particular loan. (In the case, however, of most of the loans raised by 
metropolitan boroughs, this discretion is, in the first instance, exercised 
by the London County Council.) 

As was pointed out by the Select Committee on the Repayment of 
Loans by Local Authorities (1902), a matter of some importance in 
considering whether the period for repayment should be extended, is the 
method of repayment adopted in the particular case. 
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(46) The three principal modes of repayment prescribed by the general 
law and the majority of local Acts are as follows :— 

(i) By the Instalment System, i.e. equal annual instalments of 
principal together with interest on the sum remaining unpaid. 

(ii) By the terminable annuity system, i.e. equal annual instalments 
of principal and interest combined. 

(iii) By the Sinking Fund system, i.e. the setting apart and accumu- 

lating at compound interest a sinking fund. 

The amount of the additional pressure upon posterity in the event of 
an extension of time for repayment would be materially varied by the 
adoption of one or other of these methods. 

The amount of relief which would be given to existing ratepayers 
by various extensions of the periods for repayment by the annuity system 
is illustrated by the following statement, showing the annual sum required 
to repay with interest a loan of £10,000 borrowed at 5 per cent. per annum 
for various periods not exceeding 80 years :— 














Period for which Loan is borrowed. Annual Sum to be paid. 
Years. £ 
10 1,295 
20 802 
30 651 
40 583 
5° 548 
60 528 
70 517 
80 510 








It will be observed that every decade of extension affords a decreasing 
amount of relief. Taking the figures in the above statement, an extension 
from 10 to 20 years reduces the annual payment required by £493 ; an 
extension from 50 to 80 years affords relief only to the extent of £38 ; 
on the other hand, each decade of extension increases, in increasing 
proportion, the risk of posterity. 

The repayment of debt is an essential difference between the carrying 
on of a public utility undertaking by a local authority as compared with a 
company, and bears on the question of “‘ depreciation ’’ referred to earlier. 


(47) Underwriting Costs. 

Attention has recently been directed to the cost of underwriting in 
relation to financing capital requirements, and the following extract from 
a local paper with reference to a recent Corporation Loan may not be 
without interest with regard to a not unimportant element in the costs 
of public utility services :— 


‘It has been suggested that underwriting is unnecessary, that, in any case, 
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it costs too much, and that it is merely a giving away of money for nothing, 
. . . the main purpose of underwriting is to obtain a guarantee that the capital 
asked for, less commission, will be available immediately to the borrower. . . . 
The fact that the whole issue failed to find subscribers would probable mean 
selling the balance at a discount which would not only reduce the aggregate 
sum obtainable by the Corporation but would lower the value of the Stock 
subscribed by the public. Underwriting secures what is wanted at once, and 
business experience proves that the insurance—for that is what it means—is well 
worth its cost. 

“No doubt it is true that in connection with some issues the underwriters 
have the good fortune to run practically no risk of being ‘left.’ It does not 
follow that this loan would involve them in none. Recent municipal issues are 
not encouraging. 

“ Again, the New South Wales Government in February offered a 5 per cent. 
loan (1945-65) at 984, and the underwriters had to take up 70 per cent. The 
present price of this stock is 1} per cent. discount on the issue price. All this 
shows without further demonstration that underwriting is not the atrociously 
evil device which is being held up to make our citizens’ ‘ flesh creep.’ ”’ 


Without further straying away from the text of this paper, one may 
comment that the public issues of public utility loans which are guaranteed 
by the Treasury under the Trade Facilities Acts appear invariably to 
have been underwritten. 


(48) Consolidated Loans Fund and Pooling of Interest. 

Of recent years there has been a tendency amongst the larger local 
authorities to favour the principle of a scheme creating for the authority 
one “‘ consolidated loans fund.’”’ The establishment of such a fund which 
has for its object the pooling of debt and cash of the local authority, 
may result in the charging of an average, or equal, rate of interest against 
all departments instead of as formerly specifically charging a department 
with the particular loans raised to meet that department’s capital 
according to the rate of interest which prevailed when the service was 
provided. It is averred that the pooling of al/ interest—or at any rate 
of the interest in respect of pre-scheme loans—is not necessarily inherent 
to a consolidated loans fund ; the full objects of consolidation are, how- 
ever, not secured if interest be not pooled. The adoption of this method 
might perhaps mean an addition, or saving, to a particular department 
of one per cent. or more on its loan debt—a factor which the economist 
cannot lose sight of ! 


(49) Trustee Status in Relation to the Cost of Public Utility Undertakings. 

In connection with the costs of public utility undertakings the 
heavier loan charges involved where the public utility concern has not 
the advantage of trustee status for its stock and mortgages over one 
having that status may be borne in mind. In this connection it may be 
noted that the mortgages of all local authorities who have authority to 
issue Housing Bonds are “‘ trustee’’ while their stocks may not be. The 
Stocks of a Municipal Borough having a population exceeding 50,000 are 
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“trustee,” while unless the Borough Council have authority to issue 
Housing Bonds their Mortgages are not. The stocks and mortgages of, 
for example, a Joint Water Gas or Electricity Board—which would include 
several of the foregoing Authorities—have not the advantage of trustee 
status (there are one or two statutory exceptions as regards Stocks). 
When it is realized that in most cases all securities of a local authority, 
whether stocks or mortgages, generally rank pari passu, the resulting 
confusion needs no comment. It may be added that the Debenture 
Stocks of certain Water Companies are in certain conditions “ trustee ”’ 
securities, whereas the stock of a water board of local authorities is not, 
although the Board having in most cases not only statutory revenues, 
but power to precept on the rates, can issue a security more valuable than 
that which can normally be offered by a water company. The conferring 
of trustee status might almost be regarded as a matter more of luck than 
logic ! 

What are the requisites in order that a security may be given 
“trustee” status? Is the test to be population, or area, or security, 
or all combined ? 


(50) Comparison with Colonial Securities. 

It has been said that loanable capital has ‘‘ no country, no patriotism, 
and no national sense’! Anyway, it may be taken for granted that those 
who control the lending power of the country place their money where it 
is most profitable. One would not for a moment deprecate Colonial 
development, but the fact that Colonial loans are “ trustee”’ securities 
necessarily attracts British money to them in preference to local and 
‘“‘non-trustee ’’ securities. For instance, recently a large loan was placed 
on most advantageous terms for the construction of Harbour and 
Railway Works in the Gold Coast. This was a “trustee” security ; 
surely local undertakings such as those involving the construction of 
reservoirs and water mains in England and Wales should receive at least 
equal consideration ! 

Hereon may be quoted two extracts from The Times regarding the 
Port of London Stock Issue (non-trustee) in December, 1924 :— 


“In the first place, our correspondent is wrong in assuming that the Port 
of London issue is a trustee security. This is not the case and it has often been 
a matter for comment that while a small port in a remote part of the Empire, 
with a small population, can issue a loan on trustee terms under the Colonial 
Stock Act, the greatest Port of the Empire is unable to do so.” 


Later :— 


‘We are informed that a port in the Empire cannot issue a trustee security 
under the Colonial Stock Act unless the local Government issue its own stock 
for the purpose, but it appears that the India Government can guarantee the 
securities of particular corporations, enabling them to issue trustee securities. 
The point of our comment yesterday, however, was that it is an anomalous 
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state of things which enables small communities in the Empire to borrow on 
trustee terms while the very much larger interests represented by the Port of 
London cannot.” 


The following recent extract from The Times, dated 17th February, 
1925, may also be quoted :-— 


“ce 


. .. It is the fact, of course, that owing to the Colonial Trustee Act, the 
Commonwealth of Australia gets the benefit of the Trustee Loan Rate, which 
enables her to borrow money in this country at 5 per cent., as compared with 
63 per cent. which is the local rate in Australia.” 


This surely speaks for itself. 


(51) The economist must be puzzled when he finds that interest 
costs vary up to Ios. per cent. between one public utility concern and 
another because of the presence or lack of trustee status, arising as herein 
shown on most illogical grounds. He may well ask why particular 
consumers should be privileged or penalized thus. 

The Treasury guards the magic door of “‘ trustee status.’’ Is it correct 
to describe their attitude as “ What is... is”? 


(52) Accountancy of the Future. 

In what way can the accountant progress in his efforts to meet the 
needs of the economist? The writer respectfully concurs entirely in the 
spirit underlying these recent observations of Sir Josiah Stamp :— 


““ May I bark up my old tree—the accountant as the door-keeper of the new 
economic knowledge ? I am laughed at and told it is impracticable, but it is 
not to me, because it is an awakening dream and is an actuality in America. 
There are there a number of businesses—150 in one industry—giving to a neutral 
source, accountants and economists, particulars of their businesses in order that 
an aggregate statement of accounts may be obtained, giving the fluctuations 
of turnover, fluctuations in the price level, and other details. By massing 
experience new economic knowledge has been obtained. I have expressed my 
views on these on other occasions. In this way we may stimulate thought and 
enrich technique. Much may be done by collective action, and it is being done.” 

(53) A very large proportion of accounting work, and certainly of cost 
accounting, consists of dissection and allocation. 

The extent to which dissection can be carried out by hand is necessarily 
limited. The efficacy of cost accounting lies in dissection for the purpose 
of locating the cost of even the minutest operations, and the tendency 
is therefore for subdivision to be extended. One needs therefore to cope 
with this requirement to multiply—say, tenfold to-day and to-morrow 
a hundredfold—the present dissecting capacity of a clerk. 

The investigations of organizers have therefore had to be directed to 
methods which will enable the process of subdivision to be performed 
quickly, efficiently, and on the automatic or self-balancing principle. 

It is in this respect that a system such as the “ Hollerith ’’ marks 
a stage of development which should receive the careful attention of the 
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accountant, for it allows of practically unlimited subdivision of the 
elements of cost—promptly, and relatively cheaply. 

(54) Considerable progress can be made in the development of unit 
costs; these involve :— 

Standardized forms of accounts ; 
Standardized statistical returns ; and 
Uniformity in allocation of expenditure. 

Good work on these lines has already been done by the Ministry of 
Health in regard to tuberculosis costs and, as already mentioned, house 
refuse costs. 

Uniformity in allocation of expenditure involves the framing and 
standardizing of an index of classification. In this connection reference 
may be made to the useful system evolved, and constantly reviewed, 
for Hospital Accounts, by the “‘ King Edward’s Hospital Fund for London ; 
The Metropolitan Hospital Sunday Fund; and The Hospital Saturday 
Fund.” 

The Federation Printers’ Cost Finding and Accountancy System is 
also one which might be emulated in other spheres, as an example of 
effective efforts made to ascertain true costs in varying circumstances 
and to establishing an inter-relation of the accountancy system and the 
cost-finding system. 

The tenets of the recognized accountancy profession are to promote 
and foster in commercial circles a higher sense of the importance of 
systematic and correct accounts, and to encourage a greater degree of 
efficiency in those engaged in accountancy. May the profession take a 
wide and growing view of its responsibilities ! 

(55) Coal Industry. 

Whether we like it or not, it would seem that in the future the coal 
industry in this country must come partly within the definition of a 
“ public utility ’’ service. In their recent report the Royal Commission 
on the Coal Industry were materially guided by the data available through 
the efforts of economists, based on the ascertained facts regarding the 
finances of the industry compiled by accountants. 

The Coal Commission expressed the view that the way to prosperity 
for the coal industry lies along the line of “. . . fuller partnership 
between employers and employed.” 

Here certainly is a wide sphere for the economist and the accountant. 
That they may very soon have the opportunity to respond to this important 
call is one’s closing note. 














The Sphere of 
The Accountant and the Economist 


in the Administration of Public Utility Services 


By Str Henry N Bunsury, K.C.B. 
Comptroller and Accountant-General of the Post Office 


gpd members of the present conference must be thinking that 
this is an odd subject to write a paper about. Surely, they 
will say, every one knows what are the functions of the accountant: 
his business is to tell you whether you are trading at a profit or a loss, 
and what that profit or loss is: whether you are solvent or not: how 
much cash there ought to be at the bank and in the till: what your 
various products or services cost : and other similar and useful information 
on matters of fact which are of interest to the management. But to 
yoke him to the economist seems a little like harnessing a cart-horse 
and a mule to the same wagon. The combination is incongruous. 
Economic science may be of value to statesmen, to bankers and financiers, 
and to administrators, but the place of the economist in the actual con- 
duct of particular utility undertakings is not, at any rate, obvious, and 
his relation to the accountant at least obscure. 

In recent years, however, there has been a growing tendency, on 
the side of economics, to apply itself to the actual conduct of the highly 
organized enterprise of modern times, and on the side of accountancy 
to develop those branches of the science which come nearest to the 
subject-matter of economics. Both sciences have extended their 
boundaries until they practically march together and even in places over- 
lap. The object of this paper is to examine the ground which is more or 
less common to the two and to indicate directions in which each can 
help the other. 

Some of you will have seen a remarkable report ' on ‘“‘ The Facts of 
Industry ”’ recently issued by an influential private committee under the 
chairmanship of Mr. W. T. Layton. A section of that report is devoted 
to the case for a reform of the published accounts of private industrial 
undertakings with the object of disclosing not merely to the shareholders 
but to the general body of consumers and employees, what is the true 


1 The Facts of Industvy, Macmillan, 1926: price 1s. 
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position of the undertaking and what are the actual results from year 
to year of its operations. ‘“‘ The defects of the present methods,” says 
the Committee, “are obvious enough. The published balance sheet 
need not, and frequently does not, indicate the true financial position of 
the company. Assets and investments may be valued at cost, regardless 
of the fact that their present value may be .nany times their original value, 
or that it may, on the other hand, have dwindled towards the vanishing 
point. Profits may be concealed by the piling up of hidden reserves, and 
losses may be concealed by failure to’ write down the value of assets 
to a figure representing their true value.’”’ Why is the matter important ? 
Not merely, as the Committee point out, because “‘ this inadequacy in 
many balance sheets is one among several causes which have divorced the 
owners of industrial capital from all real responsibility for and control 
over the management of their property.’’ The trouble goes deeper than 
that. Unsound finance, concealed in delusive accounts, leads to the 
unnecessary loss of large amounts of capital, and to the investment of 
larger amounts without due discrimination ; to the piling up by the 
community of an excessive capacity to produce some commodities while 
it goes short of others and to the demand for labour being much less stable 
than need be the case. The authors of the report are convinced that 
reform in this direction coupled with the collection and prompt publica- 
tion of adequate statistics of industrial production and service, would go 
some way to mitigate the deplorable consequences, to labour and capital, 
of the fluctuation of the trade cycle. 

Here clearly is ground upon which the economist and the accountant 
meet. Let the accountant present in significant form the facts which are 
available to him, and let the economist, supplied with the materials 
which he needs, correlate them and draw conclusions from them, and we 
may reasonably expect that some at least of the uncertainties and conse- 
quential wastes of industry will be eliminated. 

It is, however, when we come to the subject of the costs of production 
or service that the most fertile ground for the co-operation of accountant 
and economist is found. “I believe,’ says an American economist, 
“that the economist may well study the accountant’s conceptions of 
cost, since they constitute economic forces which affect the conduct of 
business and the laws of value and production. But I believe just as 
strongly that the accountant should know the meaning of cost from the 
standpoint of disinterested economic science, because it embodies, in a 
sense, that impossible goal to which his practical devices serve as 
approximations.” 

This to the reader may seem a hard saying. Surely, he will urge, 
cost is a definite and ascertainable fact. In what sense are the costings 
which are now systematically produced in every undertaking that professes 
to be efficient merely, and at best, approximations to an unattainable 


425 









Public Administration 


truth ? What is the meaning of the long and voluminous controversy 
between “ value of service’ and “‘ cost of service ’’ as the proper basis 
for the rates of public utility services, if the cost of service is not really 
ascertainable at all ? 

Let us examine the conception of cost. To the accountant it means the 
labour and materials actually used to produce the product, plus so much 
of the standing or constant or overhead charges of the undertaking as 
are attributable to the product whose cost is being ascertained. And if 
our interest in costs were purely academic—if they were produced 
merely as an interesting exercise in accountancy and analysis, agreement 
with the financial books being their only practical objective, no doubt this 
definition of cost, although it conceals some serious practical problems, 
would satisfy everybody. But in point of fact they are produced to be 
used. Policy and executive action are based upon them. They are used 
to determine prices, to test efficiency, to enable a choice to be made 
between alternative methods of production, between one machine and 
another. It matters very much therefore that we should not only know 
what we mean by cost, but that particular ascertainments of cost 
should conform to the meaning which we intend them to have, and that 
the limitations and approximations inherent in them should be realized. 

It is here that the economist, to whom causes and effects are not static 
but dynamic, whose interest lies not in the facts of the past but in the 
consequences of the future, enters into the cost accountant’s field. 
Ascertained costs, based on one set of circumstances, will not repeat 
themselves in a slightly different set of circumstances. The costs of 
to-day are probably not the costs of to-morrow. Costs are to a large 
extent used to determine prices, but, as Henry Ford has shown, it is 
equally true that prices have an important influence on costs. 
Invaluable as has been the contribution of modern cost accountancy to 
industrial efficiency, it has brought with it this disadvantage, that it has 
tended, in the absence of competition, to stabilize prices which are 
uneconomically high, Public utilities are peculiarly subject to this 
weakness. The rule of thumb acceptance of current costs—that is, the 
costs of the immediate past—as the basis of future charges is a real 
obstacle to progress. Still worse is the case when the costs so used are 
not even up-to-date. ‘“‘ Although,” says Henry Ford, “ one can calculate 
what a cost is, no one knows what a cost ought to be.’’ Yet so vital to 
prosperity is the reduction of costs at the present time that the study of 
the behaviour of costs under varying circumstances, with a view to 
finding out ‘“‘ what a cost ought to be,’’ was never more important than 
now. 

Now the term “ cost’ is not merely a generic term of accountancy 
covering a variety of species: it also conveys more than one economic 
conception. Thus we have costs distinguished as direct, indirect, and 


420 











ersy 
aSIS 
ally 


the 
uch 
r as 
d if 
ced 
ent 

his 

ns 
be 
ed 
de 
ad 


st 
at 


















Accountants and Economists 


overhead : as fixed charges and operating expenses or as standing and 
running charges: as constant and variable. So far we are in the main in 
the region of accountancy, although the distinction between constant and 
variable costs is of economic rather than accounting significance and needs 
to be used economically if the risk of drawing misleading conclusions from 
the figures is to be avoided. Costs which are constant in the short run 
are apt to be variable in the long run, and in fact there are few costs 
among those commonly classed as constant which do not in some degree, 
however slight, show some variation with variation of output. Moreover, 
costs which are variable to one undertaking may be constant to industry 
as a whole. 

Beyond distinctions of species, however, there is the fundamental 
distinction between absolute or accounting cost and differential or 
economic cost. Absolute cost is the record of all labour material facilities 
and services taken up or madeuse of in the production or service whose cost 
is being ascertained. The object of the accountant is to allocate to that 
production or service the cost of the labour and material actually employed 
upon it, and a proportionate part of thecost of those implements, facilities, 
and services which are used in the production or service, but not provided 
or used for that production only. The problem to the accountant is a 
problem of allocation, and he is governed throughout by the principle that 
his cost results must when aggregated agree with his financial accounts : 
all and no more than all, the expenditure appearing in the financial 
accounts must be taken up into the costings. The process admittedly 
involves many complexities and creates many problems, as its voluminous 
literature shows. It is far from being an exact science ; and it is of interest 
to observe that the problems which surround the subject are largely 
due to the intrusion of the economist upon the scene. For the purpose 
of testing efficiency the construction in any given undertaking of a scheme 
of costing which will be of practical value is perhaps a matter of no great 
difficulty. It does not matter whether the course over which the athlete 
in training tests his progress is exactly the distance it purports to be, 
so long as it is always the same course. 

But when we need costs for the purpose of fixing rates or prices, a 
different set of considerations enters in, and with them the economist. 
Differential or economic costs rest upon another basis altogether. What 
we want now to know is not the accounting cost, in a particular period, 
of a particular product or service, but the difference which will emerge 
in the accounts according as we produce or render it or do not ; or accord- 
ing as we produce or render this or some other product or service, or do 
it at this time rather than that. To take a familiar example, the account- 
ing cost to the Post Office of handling Press telegrams is within certain 
limits ascertainable and known ; but it would be erroneous to conclude 
that the Post Office would be better off by that amount (less the meagre 
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revenue derived from the traffic) if no Press telegrams were handled. 
The differential cost of Press traffic is a different conception, and probably 
a different figure, from that of the accounting cost, and to arrive at it 
involves not merely accountancy but an economic study. 

A striking example of the transition from accounting or absolute 
cost to economic or differential cost is to be found in the discovery of the 
maximum demand basis of charging for the supply of electrical energy. 
Tariffs constructed on this basis reflect a differentiation in cost according 
to the degree of use made of the productive capacity of the plant, and 
their introduction was due to the realization of the fact that in public 
undertakings generally the differential cost of producing energy varies in 
an extreme degree as between one period of the day or week and another. 

It can scarcely be doubted that the further study of differential costs 
would promote the usefulness of many utility undertakings, especially 
where competition, direct and indirect, is absent. Telephone costs, 
for instance, would reveal remarkable variations on differential analysis. 
The fact is recognized to some extent in the existing tariffs now in force 
in this country ; but the possibilities are by no means exhausted. A meter 
which would record the duration of local calls (and not, as at present, the 
number of them) and would move faster or slower according as the call 
was made during or outside the peak-load periods, might, in conjunction 
with a suitably designed tariff based on a time charge, tend to a 
considerable cheapening of telephone communication, especially under 
an automatic switching system. (Whether, however, it could be made 
commercially practicable is a matter on which I am not competent to 
offer an opinion.) 

It is unfortunately not possible within the limits of a short paper to 
exhibit and discuss in detail the various factors which go to make up 
cost, or the various ways in which they behave. Moreover, in this respect 
no two industries—one might almost say no two undertakings—are alike, 
and to do justice to the subject, and even to make its significance 
intelligible to the layman, would require a treatise rather than a paper. 
What one can do is to indicate that there is a field for joint work by the 
economist and the accountant, that exploration in that field has produced 
important practical results, and that every utility undertaking, possessing 
as it does its own particular set of conditions, is worth individual explora- 
tion on these lines by those who are charged with its management. It 
is one of the disadvantages of public control over utilities, and even, 
though to a less extent, of the public management of publicly-owned 
utilities, that they make it more difficult to reap the harvest of economic 
research, and to conduct economic experiment. Control in practice does 
not initiate—it protects: and the protection is not always wise or 
enlightened. _It is in its essence inhibitory, and affected always by the 
unwisdom of political considerations. The public is indeed in this 
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matter between the devil of private greed and the deep sea of political 
obscurantism. 

While, however, a detailed discussion of costing methods and a detailed 
analysis of their underlying economic assumptions would be out of 
place here, it is worth while to refer to one fundamental aspect of the 
subject in which the accountant and the economist are jointly interested. 
The problems of cost accounting resolve themselves, in a very large 
degree, into the economic study of the behaviour of overhead costs. 
Just as the thing that bothers the accountant is the allocation of his over- 
heads or “ burden,”’ so in studying and analysing the processes of industry 
the modern economist finds himself concerned to an important extent 
with the effects of overhead costs upon productive policy. In this 
respect the economics of to-day are as different from those of the earlier 
school as is highly organized modern industry from that of the earlier 
factory era. “Idle overhead ”’ is one of the great wastes of industry, 
and the study of the behaviour of overhead costs under varying conditions, 
with a view to discovering those commercially practicable conditions 
which will reduce the waste of idle overhead to a minimum, is a task to 
which the combined efforts of the accountant and the economist may most 
usefully be directed. It can only be done industry by industry, and 
undertaking by undertaking. Generalizations are dangerous. But the 
subject lies at the root of all industrial administration, and it is just because 
the accountant, aided by the modern developments in the scope and 
technique of his art, has come to play a part of greater influence and 
authority than ever before, that it is so necessary that his naturally 
static presentation of his facts should be accompanied by the dynamic 
presentations and processes of the economist. “It is not where you 
are,’ a wise old colleague of mine used to say, “‘ but where you are going 
that matters ’’: and to know what will happen if you go in this direction 
or that must be a piece of knowledge of peculiar value to those responsible 
for industrial policy. 

It may be objected that in this paper very little has been said about 
public utilities. Perhaps it scarcely needed saying. Public utilities, with 
their normal freedom from direct and to a large extent from indirect com- 
petition, are in peculiar need of other means of stimulating efficiency. 
They need more, not less, brains than does competitive industry : they 
have to study the economics of their service for themselves just because 
there are no competitors to force the knowledge, by painful experience, 
down their reluctant throats. But they have one great countervailing 
advantage. In their comparatively sheltered position they are able to 
pursue, and frequently must pursue, the wider object of community 
efficiency rather than the narrower commercial efficiency which, as has 
been well said, ‘‘ breeds the convulsions which sap the strength of 
business as a whole.’’ Not only are they themselves relatively (though 
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only relatively) immune from the disturbances of the business cycle, 
but they can do something, and it is their interest to do whatever they 
can, to mitigate the depth and violence of those disturbances. In pur- 
suance of that function, and of that interest, reductions in the cost to the 
consumer of public utility services at the present time would be a con- 
tribution to the national industry of very great value : let the accountant 
and the economist see what can be done. 











University Education in Public 
Administration 


By W..G. S. Apams, M.A. 
Professor of Political Theory, All Souls’ College, Oxford 


[‘ is worth while stopping to consider what we include in the study 

of public administration. There are two main fields of study, viz. 
that of the administrative system of the central government and the 
subordinate but no less important administrative system of local govern- 
ment. But we must look also into other and even wider fields. There 
is the new territory which is being opened up of international adminis- 
trative organization and which comes in to make more complete the work 
of administration in national and local government; and there is also 
for us the inner field, within the great international area of the British 
Empire with the administrative problems which arise in the development 
of this sphere. Again, looking at the problem from another standpoint, 
there is the parallel development in all of these spheres of voluntary 
agencies which often pioneer the way for the statutory administrative 
authorities, and which even when the ground has passed into the charge 
of the statutory authorities can do useful work in co-operating with them 
in the carrying out of services. There is thus a very wide field for study 
and investigation. 

Turning to the consideration of how studies at the Universities and 
other institutions of higher education relate to this great field of study, 
the first impression is how very small has been the required effort in our 
country to deal with the subject. It is remarkable that in this country 
which has had a more continuous and also a richer and more varied 
experience in government and administration than any other country, 
political science has been the Cinderella among organized public studies. 
In the chief modern European States, and still more in the United States 
and Canada, politics, or to use the less coloured term, government, has 
been the subject-matter of organized study to a degree which should 
bestir us to observe, reflect, and act. It is true that Political Philosophy 
has long held a place in our Universities, but those who know what is 
meant by this very catholic term, are aware that it approaches only from 
afar the problems of administrative structure and method. Many of our 
Universities, indeed most of them, are still without a chair of political 
science, while the provision of lectures in public administration has been, 
apart from the London School of Economics and Political Science, very 
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tentative and only at a very few centres. At Oxford there has been for 
many years on a very limited scale a certain amount of elementary study 
of the problems in government, central and local, under the course of 
study for the Diploma in Economics and Political Science, while some 
five years ago a beginning at least was made in the building up of a more 
advanced and specialized study by the recognition of Public Administra- 
tion as an optional subject in the Honour School of Philosophy, Politics, 
and Economics. In addition there is a steady, if slow, growth of graduate 
organized study and research which at this and other Universities is 
beginning to make a contribution to the study of modern government. 

There is, however, another aspect of the provision at the Universities 
which should not be overlooked and which reveals the fact that, after a 
fashion, more is being done than at first sight appears, and that there 
are possibilities of development which should not be overlooked in our 
consideration of the problem. Not only in the teaching of Law and of 
History is there material which contributes to the study and under- 
standing of Public Administration, but in many other branches of 
university study and training work is being done which is part of the 
subject-matter of public administration. Thus to take three instances, 
in the provision for the study of education and the training of teachers, 
in the medical studies for the diploma in public health, and in the study 
of agriculture and forestry, these subjects are now being developed at 
Oxford, and at other universities and colleges there is an opportunity at 
least for the study in particular fields of the organization and working of 
the administrative system. 

That which is, however, of immediate importance is the place of the 
study of public administration in the curriculum of political and economic 
studies, and the development of graduate training and research in public 
administration. That there should be a much wider provision for 
economic and political studies of a modern character, and that the study 
of citizenship which might be held to be properly a common element in 
the education of a democracy, requires a study of government central 
and local, many, perhaps most, would agree. Undoubtedly through the 
several agencies which in one direction or another are providing adult 
education, there is an increasing amount of consideration being given to 
questions which are largely administrative in character. But it is very 
important, in order to develop systematic thinking in this field and to 
provide teachers in these subjects, that a more definite recognition of 
public administration in our university and college curricula should be 
secured. 

If briefly we look at how the subject may be studied, I suggest that 
first there has to be much more adequate description of the machinery 
of public administration, showing the system as a whole and the relations 
of the parts international, national, and local ; second, there is the study 
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of the principles of public administration ; and third, there is the critical 
and constructive study of development and its possibilities based on 
broad comparative study and a careful analysis of changing social and 
economic conditions and the adaptation of machinery to such change. 
A warning may not be untimely as regards the first of these elements in 
the method of study, viz. the descriptive process. I think it is true to 
say that many of the courses on Government in American institutions 
have so elaborated the descriptive element that the more philosophical 
part, viz. the study of principles, has not had its due place, with the result 
that the subject is apt to be informative rather than educative. Behind 
the study of public administration must lie the perception of the great 
constitutional principles on which are based the modern forms of polity, 
and with this there must also be the study of the nature and end of the 
State and of the functions of government. This basal work is already in 
considerable measure provided in our institutions of higher instruction. 
It is very important that the study of administration should be built on 
such foundations and that it should not be treated as a subject by itself. 

There are two further aspects of the subject to which a brief reference 
may be made. First in a field so wide as that of public administration 
it is important that selection should be made of those aspects which are 
in themselves of cardinal importance and which also are of practical and 
wide general interest. I select as illustrations, the topics of (1) the 
relations between central and local governments with special reference 
to financial provision and responsibility ; (2) the place of functional or 
vocational councils in a modern system of democratic government ; 
(3) the relations between voluntary and statutory authorities. There is 
a rapidly growing mass of evidence on all of these topics, and each is one 
on which an instructed public opinion is of very great importance. The 
second and last reference which I wish to make is to the need of research 
in this great field. 

Recent years have seen a very encouraging development in the 
literature dealing with our administrative organizations central and local. 
The Journal of the Institute has in itself provided a very valuable channel 
of information. But when we consider what is being done by the Bureau 
for Research in Public Administration at Washington and by some of 
the Municipal Research Bureaux in the American cities, as well as by the 
University and College institutions, we recognize that, encouraging as 
are recent developments in our own country, we stand far behind both 
in the provision for research and in the means of disseminating 
information. 
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The Teaching of Pubic Administration 
By I. G. Greson, C.B.E., D.Sc. 
Principal Asst. Secretary, Ministry of Health 


I. I PROPOSE to submit some very dogmatic statements, with most 

undogmatic intentions, on a very controversial subject. I do 
so because there have been many papers before the conference, and it is 
well, therefore, to be brief ; and the principal object of the present paper 
is to stimulate discussion. 


2. In the first place, let me deal with two objections, disturbing to 
some, to the teaching of public administration. 

(1) In this country we have not troubled our heads much about 
the teaching of public administration. Yet we have achieved an 
administrative practice which is unsurpassed in the world, and, of large 
countries, approached only by Germany. Therefore, why bother about 
the teaching of public administration ? 


The answer, I think, lies in the facts that the growing complexity of 
modern conditions and the increasing difficulty of modern problems 
make it imperative to attain still higher reaches of administrative ability, 
and that this can be achieved only through the further development of 
sound technique. 

(2) We have to reckon with the undoubted fact, and it is well frankly 
to face it, that many administrators of high ability shrug their shoulders 
at the notion of teaching public administration, believing apparently 
that administrators are born, not made, or, at any rate, so far as they are 
made, are fashioned only in the rough school of experience. 

So have men of ability in practically every profession and craft 
believed in the past, in professions and crafts where it is now recognized 
by all that teaching is required if the finished product is to be obtained. 

Men who get to the top by quality of work are usually of special 
aptitude, and for this very reason may be inclined, until they thoroughly 
consider the matter, to an inherent distrust of teaching—and this distrust 
is right, to this extent at any rate, that no measure of teaching is a sub- 
stitute for special aptitude, but wrong in failing to realize that even special 
aptitude can be made the richer by teaching, and still more wrong in not 
recognizing that, at a moderate estimate, 80 per cent. at least of adminis- 
tration has to be carried out by men of average or less than average 
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aptitude, and for these, instruction may make all the difference between 
mediocre and good achievement. 


3. Now for a number of propositions dealing with the teaching of 
public administration. 

(1) Limitation.—No amount of academic teaching will make a public 
administrator, any more than any measure of theoretical learning will 
make a good surgeon. All that academic teaching can do is to lay a 
sound theoretical foundation. It would be a disaster if improvements in 
instruction were attended by any weakening in that “ office training,’’ 
which has been the safeguard of the past. 

Knowing is not doing. It is the doing that matters in administration. 
This distinction is fundamental to the whole question of the measure to 
which “ public administration ’’ can be taught, and must be taken to 
condition all that is subsequently stated in this paper. A mere test of 
knowledge is far from a conclusive index of a man’s fitness for administra- 
tive work. There is an art of mentally marshalling facts, quickly and 
cogently, for practical action, and at present men are far from being 
able to teach it with confident effect. 

(2) General Training.—Sound general training, the ability to use 
the mind freely for considered judgment, is far the most important element 
of teaching for public administration. No amount of specialist training 
will make good a serious shortcoming in this direction. 

This is probably true of all professions, but it is particularly true of 
public administration, where solutions have to be thought out and where 
(whether because of inherent conditions or because the science is still in 
its infancy) there is nothing like the same comfort as, for instance, in 
medicine from the application of specific remedies to specific complaints. 
This contrast would repay investigation. 

(3) Field of Study.—Insufficient attention appears hitherto to have 
been paid to the field of study desirable for public administration, the 
academic groundwork which would bear the same relation to public 
administration as the biological sciences to medicine. 

Manifestly this academic groundwork includes those sciences which 
deal with man—a formidable list, embracing (leaving out the biological 
sciences with which, however, some acquaintance is certainly desirable) 
such branches of learning as psychology, anthropology, history, and the 

social sciences, including what goes under the name of political philosophy 
and, particularly, economics, the last requiring special emphasis less 
because of essential predominance than because of its outstanding 
influence in the present age. 

One incidental gain of a good groundwork of this kind is that a 
deeper interest in public work is likely to be evoked, and this may 
contribute much towards general efficiency. 
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(4) Specialized Instruction.—Lastly, in importance and in order, 
comes specialized training in administrative practice, past and present, 
of other countries as well as of our own, not in brief outline as is now too 
often the case, but in a goodly measure of detail. In addition, there is 
needed (a matter of supreme importance to which I have already referred) 
such training as can be afforded in those habits of mind essential for 
administrative efficiency, though something of this training should be 
derived from the general course of instruction, if well directed. 

As I have stated, this specialized instruction, while important, is the 
least important of the three groups, at least excepting training in habits 
of mind. If I should be asked to allot the measure of importance of the 
three, I should be inclined to give, say, 60 per cent. to general training, 
30 per cent. to the field of study, and 10 per cent. to specialized instruction. 
At the same time, it is well to appreciate that the general training may be 
acquired in large measure, though not wholly, in the two last groups, 
especially in the second ; for this purpose, the method of teaching counts, 
of course, for much more than the matter. 

It is not suggested that any particular scheme of instruction should 
be compulsory. Some preference might be given to the scheme which 
is thought to promise the best results, but the preference should not be 
very large, for this is not, with present knowledge, a sphere for dogmatism. 

It is important also to bear in mind that, except for those already in 
the public service, a man knows not his destiny until he has passed through 
the mill of the examination, and in his education he cannot usually ignore 
the chance of failure. 

There is just one observation which I should like to make as regards 
specialized instruction. I doubt whether it is likely to be of any great 
value unless given by persons who have had extensive practical experience 
of administration. 

(5) Stratification.—All medical men, for instance, have to reach one 
standard of qualification. In the main their work is individual and, 
however the sphere of each man’s activities may differ, each carries an 
equal responsibility for his work. There is little stratification. 

The position is very different in administrative work, which is 
stratified into grades, with different degrees of difficulties and responsi- 
bilities (although the difficulties, but not the responsibilities, of the 
higher grades of work as compared with the lower may easily be exagge- 
rated). It is manifestly necessary, therefore, that any scheme of instruc- 
tion should be accommodated to this stratification, and the complete 
course of instruction which has been mentioned would be required only 
for the highest grades. 

(6) Part Time.—Any scheme of instruction should satisfy the growing 
demand among the lower grades for opportunities for promotion. Apart 
from other reasons (and there are others), there will usually be men in 
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the lower grades who have exceptional aptitude for administrative work 
and for whom there should be an open way to the highest posts. 

The need for special facilities for study (by liberal part-time arrange- 
ments, for instance) can easily be exaggerated. There is ample leisure 
for the diligent man, and to provide too easy opportunities may work 
as much harm as good. Ready opportunities for instruction during times 
of leisure, with possibly special facilities for vacation courses, are the 
most necessary requirements. 

(7) Post-Graduate.—It is essential, for the best development of the 
technique of administration and, therefore, for the advancement of 
learning in it, that there should be definite arrangements among those who 
are engaged in practical work for the examination of experience and for 
bringing out its lessons. 

Herein lies one of the principal justifications of the Institute of Public 
Administration, whose labours, if it plays its part worthily, will form an 
integral part in providing material for the education of men in public 
administration. Without provision of this kind, and it need not depend 
wholly on the activities of this Institute, there will always be grave risk 
that the teaching of public administration will become a matter of dry 
bones. 
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The Universities and Administrative Science 


By C. Grant RoBertson, C.V.O., M.A., LL.D. 
Principal of the University of Birmingham 


HIS is, deliberately, a very short paper, raising certain points which 
seem to me to be of cardinal importance and which will probably 
provoke some useful discussion. 

It is not necessary to emphasize at the outset the increasing desir- 
ability of the study of administrative science. The growth of adminis- 
trative services in this country has been one of the most notable features 
of the last twenty-five years. Finance, Health, Transport, Commerce 
and Industry, Poor Law, the Post Office with its complex activities, the 
Services of Defence—Military, Naval, and Aerial—these are a few of the 
chief branches of what are commonly called social services. They are 
imperial, national, municipal, or local. And the result of this growth and 
development with its steadily increasing number of differentiated yet 
unified executives is that in our urban centres we have a large body of 
men and women the one common characteristic of whose professional 
life is that they are engaged in some form of administration. 

How far this growth implies a revision or an extension of the older, 
or a completely new, theory of the functions of the State I do not propose 
to ask, still less to answer. What I am, briefly, concerned with is a 
simpler problem ; What can the universities do, or, more accurately, what 
ought the universities to do, confronted as they are with accomplished 
facts—viz. the existence of this complex administrative machinery and 
the existence of this vast body of men and women professionally engaged 
in some form of administration ? 

We may simplify the problem somewhat by accepting two clear 
conclusions. First, in so far as administration requires certain types of 
technicians—engineers, doctors, lawyers, chemists, botanists, biologists, 
and so forth—the universities by their specialized studies and courses 
are providing and can provide what the national government, muni- 
cipalities, or country authorities may require. Secondly, administra- 
tion means government, i.e. providing either what the citizen male and 
female is conscious of requiring or what some organ of government—the 
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national or a local authority—thinks the citizen ought to require or ought 
to have provided or ought to be made to do. In a word, administration 
roughly means getting things done by and for the community as a whole 
or in regionalized groups, which really means managing human beings 
by other human beings. The so-called ‘‘ machinery of administration ”’ 
is a very misleading phrase. A machine or machinery can accomplish 
nothing. From first to last we are dealing with men and women in a 
definable relation to each other. The organization of administration and 
the machinery of administration are only methods or instruments by 
which these relations of men and women can be manipulated, adjusted, 
or made more efficient for the purpose deliberately made the object of the 
policy or the act. When an administrator succeeds it is because a man 
or woman or a group of men or women have been able to impose their will 
on other men and women or interpret successfully how human nature in 
certain circumstances will react to a particular act or set of acts. When 
an administrator fails it is because he has been unable to impose his will 
or has unsuccessfully interpreted the human nature he was called upon 
to deal with. The failure may be traceable to ignorance, lack of the 
proper instruments or appropriate methods, or defects of character or 
training in the administrator—or all combined. The success may, on 
analysis, be found to lie in organized knowledge, or the possession or 
devising of the appropriate instruments or the requisite insight that comes 
from character and training—or all combined. Obviously, therefore, for 
success in administration the choice or recruiting of the administrator 
and his training are the fundamental points. What can, what ought 
the universities to do in helping to secure the right choice or recruitment, 
and then in training those rightly chosen ? 

I suggest that for the present at any rate the universities should con- 
centrate on three points : 

First, recognition that the modern problems of administration imply 
the collection, comparative classification, and analysis of the material 
of administration. In other words, that they should treat this vast and 
growing material as they treat other similar bodies of differentiated 
material which are the subject of specialized scientific study. This 
means that the universities must recognize the necessity of a professorial 
chair or chairs of the science and art of administration, with the appro- 
priate staffs under the departmental chief, for organizing, classifying, and 
sifting and imparting knowledge. This, also, means that these university 
staffs and departments will by their work add to the knowledge that 
they collect and classify. They will be “researchers” in the true sense 
of that much-abused term, for they will be men and women whose 
academic function it will be to extend the bounds of the knowledge 
that they investigate and collect. Above all, they will be for their 
university and for the nation the men and women whose duty it is to 
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interpret the knowledge of the subject that they represent. And inter- 
pretation means nothing more and nothing less than deducing principles 
from the ascertained facts and defining ends of policy and the means for 
achieving them. The foundations of chairs and staffs of the science and 
art of administration is, in my judgment, the fundamental pre-requisite 
of the establishment of a science and art of administration—as distinct 
from a purely empirical practice in a bureau by an official. 

Secondly, such university departments are also the necessary pre- 
requisite for the proper training of the future administrator, who is not 
required to be a specialized technician (e.g. a doctor, a lawyer, an engineer, 
or a chemist, etc.), but who is being recruited and trained particularly 
for the higher branches of administration. How far such recruits should 
be required to take a course of administration, as it might be defined in a 
university curriculum, and at what stage he should take it, are, no doubt, 
large and controversial subjects. But I hope we should all concede this, 
that the future administrator, prior to entering on his professional career, 
should at least be trained in those subjects without knowledge of 
which he will be heavily handicapped in his work, and should be made 
familiar with the problems that he is tolerably certain to meet with in 
his work and the discharge of his duties. And surely this can only be 
secured by an adequate preliminary training, not necessarily techno- 
logical, but liberal in the proper sense of that term. What I wish to 
emphasize is that the old idea that a general liberal education of the 
university type is no longer appropriate. This does not mean that I am 
abandoning the fundamental conception that the cultural training of the 
mind is of supreme value and that brains so trained on a broad and 
liberal basis are better in the long run than the same brains broken 
on the Procrustean bed of a specialized technology ; but it does mean that 
a prescribed selection for a defined purpose from the group of liberal 
cultural studies available will give better results than a haphazard option 
of which the candidate is to be the judge. And for this reason. Proved 
aptitude in such a defined but liberal curriculum is a more certain criterion 
of the successful candidate’s aptitude for the administrative service he 
will be required to perform. Personally, I should select all candidates on 
such a selected but liberal curriculum, and then require them to spend 
twelve months as selected candidates on a course of a strictly technological 
character, the course being broadly determined by the character of the 
branch of administration to which they were assigned previously as selected 
candidates. One example will make my meaning clear. A candidate 
selected for the Treasury would spend much of his “ post-graduate ”’ 
twelve months in training in finance; similarly, a candidate for the 
Colonial or India Offices would be required to study the historical evolution 
of our Indian or Colonial possessions and the historical and physical 
geography of India or the Dominions. But on all candidates I would 
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impose some study, not only of political theory, but of the history of the 
growth of administration and the public services of Great Britain. 

May I add, in this connection, one observation ? We are not unjusti- 
fiably afraid in our country of the professional and technological bureau- 
crat. But, are we not amazingly tolerant of the amateur? And is it 
not time that we applied to our public services the principles that we 
apply to the training of doctors, engineers, lawyers, and geologists? We 
do not to-day apply to the public service the principle that a man to be a 
good engineer must be thoroughly trained in the fundamental sciences on 
which engineering is based, and that he must also know more than what 
physics, mathematics, and thermodynamics can teach him. For let 
us remember that amateurism in administration may cost the country 
much more even than amateurism in medicine would. The amateur is 
one who has given no proof of any special aptitude for any special purpose. 
I submit that the function of the State is to eliminate the amateur by 
its method of choice, and the function of the university is first to provide 
the training on the results of which the State can most easily eliminate, 
and secondly, to provide the specialized training for those who have been 
eliminated from the category of amateurs. 

Thirdly, the universities can and ought to provide special opportunities 
for special studies for those who are already engaged in administration. 
This can be done in various ways, e.g. special courses for administrators 
whose duties or whose ambitions indicate the desirability of trained study 
under trained teachers in technical subjects. And the employer—the 
national State or the local Authority—ought to give reasonable oppor- 
tunities to the staff to undertake such special courses. We do not, for 
example, think it unreasonable for a doctor in the Colonial service to be 
“seconded ” for study in a university school of tropical medicine and 
tropical diseases, any more than we think it unreasonable for a naval 
lieutenant to be sent on full pay to a special school of gunnery, torpedo- 
practice, or submarine training. Why should it be regarded as wasteful 
or extraordinary to second a civil servant on full pay for a special course, 
e.g. in statistics, or currency and banking, or federalism for that matter, 
if by this special course he is made really efficient for a specific and 
necessary part of his duties as an administrator? Is it not high time 
that some windows should be opened in the Olympian heights of 
Whitehall and some vicious notions of so-called ‘‘ economy ’”’ be once 
and for all expelled ? 

But this last and to my mind indispensable function of the university, 
dependent though it may be on a new conception of the duty of the State 
to its public servants, only brings me back to my first point. You can 
have to-day public servants sent to schools of gunnery or of tropical 
medicine because such schools, with their trained staffs, exist and are 
supported by public funds. But where in our universities as a whole 


441 





Public Administration 


exist the schools of administration, with their trained staffs, engaged 
in the scientific study of the problems and the material of adminis- 
tration? And where are the public funds for creating and maintaining 
such schools ? 

I submit that the Institute of Administration, in conjunction with 
the universities, might now unite in pressing this vital need on our 
administrative lords and masters. We have alike in the personnel and 
the material available an unrivalled opportunity. For is it not true 
that in scientific administration alone lies the secret of solving the 
financial, industrial, and socal problems which menace both our present 
and our future as a nation ? 
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[It will be the object of the Reviews of Books in the JourNAL to cover the 
whole ground of the literature produced in the preceding quarter which may have 
a bearing upon public administration. By this means, it is hoped, some assistance 
will be given to the student and some direction to the general reader. A judgment 
of the value of the books will be attempted, as a portion of the ordinary duty of 
criticism, but the particular value of the book in its relation to the advance of 
the science of public administration will be regarded as the paramount criterion.] 


Proceedings of the Governmental Research Committee, 


Pittsburg, 1925 


IT is commonly supposed in this country that we have little to 
learn in the art of public administration from America. In so far as 
American ideas on local government in particular have appealed to 
British minds, it has been productive of keen controversy rather than 
general acceptance. For instance, the idea of a City Manager on American 
lines is in many ways attractive ; it is an idea not lightly dismissed by 
the ‘‘ man in the street,”’ but mistrusted by members of local government 
bodies, not to mention the various officials who rightly point out that the 
success of the system may depend more upon the individual than upon 
the principle of the system of concentrated control in one official. 

It may well be that in Great Britain we have had so much more 
experience of local government, and we have entrusted to local Councils 
so many more duties, that as compared with America we find it difficult 
to restrain ourselves from regarding ourselves as experts and Americans 
as novices. 

This is a dangerous doctrine. It may be that our field of local govern- 
ment is both wider in scope and more truly democratic in character, and 
it is true that many of our local Councils are rich in history and ripe in 
experience, but we are rather conservative in our conceptions of adminis- 
trative and executive machinery, and not easily persuaded that the 
freshness of mind and the disposition to express it so clearly discernible 
in American local government, is good medicine for us. 

Nothing could be more refreshing to the progressive mind, however, 
than a perusal of the volume now before us recording the proceedings 
of the Governmental Research Conference at Pittsburg in November 
1925. We must read the volume with a mind free from prejudice, and 
not be disconcerted either by reformed spelling or by colloquial language 
which would shock an alderman. After all, “thru ’”’ conveys the same 
idea to the mind as “‘ through ”’ or “ throo,” but not “ threw.’’ We do 
not usually apply to a paper on such a sober subject as local government 
the title “Over the goal line with municipal research.” These are 
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delightful delicacies to us, but signify ‘“‘ pep” or “ punch ’”’ or whatever 
is the appropriate word in American public administrative circles. 

Yet the work of this conference is an object lesson which cannot fail 
to exert its influence not only on those who attended, but upon those who 
are privileged to consider this record of the activities of the organization 
by which the conference was instituted. 

We would say without hesitation that no one interested in the adminis- 
trative sciences could fail to profit from calm consideration of the paper 
entitled ‘“‘ How to prepare a ten-year financial programme,” which is a 
contrast with the general British practice of budgeting from year to year, 
and not much foresight beyond twelve months ahead. 

The contributor of this paper applies his mind to any administrative 
unit, be it national or local, and while in the present unsettled state of 
affairs in this country it may be impossible with any accuracy or approach 
to it to forecast for so long ahead, it is necessary to emphasize the dangers 
of local government finance inseparable from a short-view budget. 

The City Treasurer of Cardiff has recently submitted to his Council 
a long-life budget relating to the incidence of the burden on capital ex- 
penditure to which the city has put its hand during recent years, and 
undoubtedly knowledge of this kind is power—power to control and 
regulate the addition of burdens not immediately felt, but under our 
loan system spread over long future periods. 

It is on these lines no doubt that modern thought in public adminis- 
trative finance is travelling, and especially in municipal circles. In that 
quarter the future effect of the incidence of the repayment of loans and 
interest thereon can be clearly foreseen and should always be kept in mind 
as an unavoidable burden which nothing—save perhaps a variation in 
the rate of interest—can minimize. In our national budget also there 
is the immense charge for interest on war-time debt, and this is so patent 
to every Britisher that he knows that for years to come there is one 
item in any long-life national budget which will impose upon the nation 
economy in expenditure controllable. 

A long-life budget, either national or local, cannot be rigid, and the 
difficulty always is to determine how far the element of elasticity shall 
be permitted to enter into the scheme. This difficulty is not fatal, but 
is a matter for the exercise of skill and judgment, and past experience is 
a useful guide. A long-life budget scheme should not therefore be dis- 
missed as impracticable because it cannot be rigid. 

It is not easy to deal briefly with this and other subjects for discussion 
at the Pittsburg conference, for all the speakers had practical experience 
of some phase or other of municipal research, and he who runs may 
read this report with pleasure and profit. 

This general conclusion is not materially qualified by the admission 
that some of the papers emanated from experience of local government 
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conditions in America which scarcely find any parallel here. In parti- 
cular “‘ Charter making and campaigns ”’ reveals a struggle for democratic 
control, as we understand it, of local government affairs, which makes 
our average municipal election appear a very friendly affair. A struggle 
for a ‘“‘ single house Council,” for ‘“ single headed departments ’’ instead 
of Boards in charge, leaves us cold but would delight an Irishman out 
there. It may well be that if in England a municipal contest took place 
on a City Manager as the issue, we should see the pros and cons debated 
with warmth, but we have passed the stage when Boards and Commis- 
sioners of every known variety have charge of various branches of muni- 
cipal service, and we have gone further, whether for good or ill, in apply- 
ing Town Council ‘control to almost every kind of communal service, as 
well as trading undertakings. 

So we end as we began, in a spirit of praise for the work of the parti- 
cipators in the Conference, adding thanks for their contribution to the 
common stock of knowledge, and realizing that of all forms of study of 
public administrative sciences, none is so interesting, helpful, and truly 
educative as comparative study, especially international in character. 

A. COLLINS. 
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